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PREFACE 


The present Survey is the twenty-sixth in a series of reports prepared 
annually by the secretariat of the Economic Commission for Asia and the Far 
East. A major object of these Surveys, and the quarterly Economic Bulletin, is 
the analysis of recent economic developments in the countries of Asia and the 
Far East, and of international developments that affect them. Particular atten- 


tion is paid to the analysis of economic policy and policy issues. 


Since 1957, in addition to review and analysis of developments in 


individual countries of the region, it has been the practice of these annual Surveys 
to examine specific problems concerning the economies of the region in order 


to study long-term trends and their implications for national policies. 


The International Development Strategy for the Second United Nations 
Development Decade lays down the goals and objectives for the Decade and 
emphasizes the need for appropriate arrangements for evaluating the progress. 
Part One of the present Survey contains the First Biennial Review of Social and 
Economic Developments in ECAFE Developing Countries during the Second 
United Nations Development Decade. This Biennial Review, which was 
intended as a contribution towards the 1973 global biennial review, has identified 
some basic problems facing the region, such as unemployment and mass poverty, 
low levels of productivity, stagnation in fixed capital formation, low level of 
domestic savings and the decline in net transfers of external resources to ECAFE 
developing countries, etc. Part Two contains current economic surveys of 


twenty-seven countries of the region. 


The Survey is published on the sole responsibility of the ECAFE 
secretariat; the views expressed should not be attributed to the Commission or 


to the Governments of member countries. 


Bangkok, March 1973. 
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EXPLANATORY NOTE 


The term “ECAFE region” is used in the present issue of the Survey to include Afghanistan, Australia, Bhutan, the British Solomon Islands, 
Brunei, Burma, China, Cook Islands, Fiji, Hong Kong, India, Indonesii, Iran, Japan, the Khmer Republic, Laos, Malaysia, Mongolia, Nauru, 
Nepal, New Zealand, Pakistan, Papua New Guinea, the Philippines, the Republic of Korea, the Republic of Viet-Nam, Singapore, Sri Lanka, 


Thailand, Tonga and Western Samoa. 


Reference to “‘tons” indicates metric tons, and to “dollars”, United States dollars, unless otherwise stated. 


The term “billion” signifies a thousand million. 


Three dots (...) indicate that data are not available or are not separately réported. 


A dash (—) indicates that the amount is nil or negligible. 


A blank in a table indicates that the item is not applicable. 


The term “developing ECAFE region” excludes Australia, Japan and New Zealand. 


A hyphen (-) between dates representing years, e.g. 1950-1960, is used to signify the full period involved, including the beginning and end 


years. 


A stroke (/) indicates a crop year, fiscal year or plan year, e.g. 1971/72. 


The plan years of the ECAFE countries coincide with their fiscal years as given in the table below. 


In respect of information given, the countries listed below have generally been included, subject to limitation of data. 


Country 


Afghanistan 
Australia . 
Bhutan 


British Solomon Islands . 


Brunei 

Burma 

China . 

Cook Islands . 

Fiji : 

Hong Kong . 

India . 

Indonesia . 

Tran Fi 
Japan’. | <> oe 
Khmer Republic . 
Laos 

Malaysia . 

Mongolia . 

Nauru 

Nepal . ; 

New Zealand . 
Pakistan 3 
Papua New Guinea . 
Philippines 

Republic of Korea 
Republic of Viet-Nam 
Singapore 

Sri Lanka 

Thailand . 

Tonga 

Western Samoa 


* Selling rate. 
Y February. 


© Basic rate according to United Nations Monthly Bulletin of Statistics. 
* Cross rates based on closing sterling-dollar rates in London. 


Fiscal year 


21 March to 20 March 
July to June 

April to March 
January to December 
January to December 
October to September 
January to December 
April to March 
January to December 
April to March 

April to March 
January to December 
21 March to 20 March 
April to March 
January to December 
July to June 

January to December 
January to December 
July to June 

16 July to 15 July 
April to March 

July to June 

July to June 

July to June 

January to December 
January to December 
April to March 
October to September 
October to September 
July to June 

January to December 


Currency and abbreviation 


Afghani (Af) 
Australian dollar (A$) 
Rupee (Rs) 
Australian dollar (A$) 
Brunei dollar (B$) 
Kyat (K) 

Yuan 

New Zealand dollar (NZ$) 
Fijian dollar (F$) 
Hong Kong dollar (HK$) 
Rupee (Rs) 

Rupiah (Rp) 

Rial 

Yen (¥) 

Riel (Ri) 

Kip (Kp) 

Malaysian dollar (M$) 
Tugrik 

Australian dollar (A$) 
Rupee (Rs) 

New Zealand dollar (NZ$) 
Rupee (Rs) 

Australian dollar (A$) 
Peso (P) 

Won 

Piastre (Pr) 

Singapore dollar (S$) 
Rupee (Rs) 

Baht 

Tongan dollar (T$) 
Samoan tala (WS$) 


© Exchange rates are 374 for major export rate and 415 for major im: ort rate and other import rate. 


August 1972 
® December 1972. 
® January 1973. 


Official rate of exchange 
tor one United States 
dollar as March 1973 
except as otherwise 
indicated 


45.00 
0.71 

7.6568 
0.71 
2.82 
4.86? 
1.66° 
0.75 
0.84% 
5.65 
7.656% 


68.17 
265.8 
165° 
600.0 

peek? 
S102 
0.71 
10.56 
0.75 
9905 
0.71 
6.78 
399.0 
475.0 
2579 
6.44% 
20.90 
0.84 
0.70 
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GENERAL SUMMARY 


In terms of GNP growth rates, the achievements 
of developing countries in general during the First 
Development Decade were by no means unsatisfactory. 
Their average annual growth rate from 1960 to 1970 
was about 5.6 per cent, while the target set for the 
decade was 5 per cent. The developing countries of 
the ECAFE region seem to have done slightly less 
well, their average for 1960-1970 being 4.9 per cent. 
However, their growth rate did accelerate during the 
decade and, during the second half, an average of 
5.7 per cent was reached. This acceleration of 
growth was caused by the breakthrough in agriculture 
with the introduction of high-yielding varieties of rice 
and wheat. 


The achievements during the First Development 
Decade, in particular its second half, sufficed to bring 
the majority of the population of the region above 
the starvation level and helped to remove the per- 
manent food crisis that had affected several important 
developing countries of the region. To bring the 
developing countries above this threshold was a major 
step forward, but it did not imply that nutrition had 
become satisfactory for the broad masses of the 
population in these countries. Mass poverty con- 
tinues to characterize many parts of the ECAFE 
region. 


The absolute gap between the rich and the poor 
nations of the world has widened further. In aggre- 
gated terms, the absolute increase in GNP in the 
1960s was only about US$50 per capita in all de- 
veloping countries, but no less than US$700 per capita 
in the more well-to-do part of the world. It is true 
that the growth rates of the developing countries on 
average remained slightly higher than those of the 
developed countries so that, in the very long run, 
the absolute gap must begin to shrink; but, at un- 
changed growth rates, this is a remote possibility. 


Also, there remain large differences in growth 
rates between developing countries. The progress in 
the average growth rate of GNP in the developing 
countries has been to an appreciable degree due to 
the performance of certain countries either richly 
endowed with natural resources, such as oil, or well- 
suited for export expansion, or particularly favoured 
in terms of foreign assistance. Indeed, in no less 
than one-fourth of all developing countries, GNP 
growth was, at most, sufficient to catch up with 
population growth, with the result that these countries 
experienced unchanged or suffered falling per capita 
income. Little real progress took place in a sub- 
stantial number of countries. 


Thus, the United Nations had every reason at 
the end of the First Development Decade to proclaim 
higher growth targets for developing countries: at 
least 6 per cent on average, with the possibility of 
an increase in the second half of the decade; to 
emphasize a more unified approach that considers 
social development and improvement of the conditions 
of the most disadvantaged as an integral part of 
development; and to oblige developed countries to 
expand development assistance in several ways and 
to ease the problems of the developing countries. 


While the growth rate of the region’s developing 
countries accelerated during the second half of the First 
Development Decade, other trends in both developing 
and developed countries look much less satisfactory 
for the possibilities of fulfilling the targets for the 
Second Development Decade. Thus, the decade start- 
ed with serious problems that give rise to great 
concern and that will only be overcome through firm 
and determined action in both developing and develop- 
ed countries. 


(a) Present growth trends in developing 
ECAFE countries 


In 1969, the developing ECAFE countries reached 
a weighted annual growth rate of 6.8 per cent. The 
growth rate fell to about 5.6 per cent in 1971, and 
may even be below this level in 1972. The question 
is whether this represents a new trend for the region. 
It is apparent that two short-term factors have served 
to slow down the rate of growth. The recession in 
the United States, Europe and Japan in 1970 and 
1971 had repercussions through world trade on all 
the developing countries; and a majority of the 
ECAFE region’s developing countries suffered bad 
crops in 1971 and 1972 because of droughts and 
other adverse conditions. 


The recession in the developed market economies 
is now giving way to an upswing with beneficial 
effects on world trade. However, it should be em- 
phasized that the present upswing is a cyclical one 
and is likely to be followed, after some years, by a 
slowdown and most probably a new recession. Since 
1947, the developed market economies have followed 
a clear cyclical pattern; from the beginning of the 
1960s the cyclical changes, to a large measure, have 
been the result of inept domestic demand management 
policies to cope with balance of payments problems 
and inflationary conditions. The developing countries 
would benefit greatly from steady growth at a high 
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level of employment in the developed countries, but, 
unless a rational solution of the international mone- 
tary problems is found and methods are invented and 
adopted to handle the problem of cost inflation, the 
developed market economies are likely to continue 
fluctuating cyclically with recurrent recessions. The 
present upswing in the developed market economies 
should not therefore be confused with the long-term 
trend which may well be weaker. 


The adverse agricultural short-term problems are, 
of course, likely to be followed by more normal 
conditions. Thus, higher rates of increase in agricul- 
tural production should be generally expected after 
1972. However, this does not imply that the rapid 
progress experienced in 1968, 1969 and 1970 will 
return of itself. Those years were dominated by the 
introduction and dispersion of the high-yielding varie- 
ties of rice and wheat. There are some indications 
now that the “green revolution” may be losing 
momentum and that further progress is highly de- 
pendent upon deliberate and determined efforts by 
the Governments to extend the “green revolution” to 
th small farmers of the region who have been involved 
in the process only to a minor extent so far, and also 
to other crops and through extended research. 


While these short-term factors point to an im- 
provement in the growth performances of the region’s 
developing countries in the immediate future, there 
is little to indicate that the relatively high growth 
rates of 1969 and 1970 will automatically return. 
Indeed, considering the trends of investments, domestic 
savings and foreign development assistance to the 
region’s developing countries at the end of the 1960s 
and the beginning of the 1970s, there are reasons for 
grave concern about the region’s future growth 
performance. 


During the first half of the 1960s, the developing 
countries of the region generally increased the share 
in GNP of both investments and domestic savings. 
For around 1965, however, the picture has changed. 
Gross investment for these countries as a whole 
remained stagnant until 1970 at a level of 17 to 18 
per cent of GNP; there was no discernible improve- 
ment in 1971. 


This development was closely related to the trends 
in the flow of external resources to the region. While 
the net flow to south Asia declined by about 30 per 
cent (in nominal terms) from 1965 to 1969 and 
remained roughly unchanged in 1970, that to east 
Asia increased by almost 80 per cent from 1965 to 
1969 but fell sharply by 25 per cent in 1970. From 
1965 to 1970, the total net flow to south and east 
Asia together fell significantly in both nominal terms 
and in real terms. The fall in the total net flow of 
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external resources and their maldistribution is one 
of the major adverse factors influencing the future 
growth possibilities of the region; it was certainly 
a major factor behind the stagnation of the share of 
investments in south Asia. 


In addition, performances in regard to domestic 
savings have been unsatisfactory. Domestic savings, 
which rose very substantially during the first half of 
the 1960s, came to a halt around 1965. For the 
developing countries in the region taken together, the 
share of gross domestic savings in GNP fell slightly 
in 1970 as compared with 1965. 


The fall in the share of investments in south Asia 
was thus partly related to the decline in external 
resources and partly to the fall in domestic savings. 
The increase in the share of investments in east Asia 
was mainly based on external resources until 1969. 
Considering the present trend in development aid and 
assistance, the current rates of domestic savings: are 
thus unsatisfactory in the region as a whole. It should 
be added that the weak performance of public savings 
is generally responsible for the over-all weak savings 
performances. 


Investments add to the productive capacity after 
a considerable time lags, usually several years and, 
in extreme cases, after a decade. While the fall in 
investment activities in south Asia contributed to a 
temporary slack in economic activity in the second 
half of the 1960s, the actual effects on the countries’ 
growth rates are not expected to appear until the 
first half of the 1970s. Thus, while the “green 
revolution” pushed growth rates up at the end of the 
1960s, the ground was laid in south Asia for a fall 
in growth rates during the first half of the Second 
Development Decade. In east Asia, the same has not 
yet happened, but, with investment shares levelling 
off around 1970 and adverse developments in the flow 
of external resources, the same situation could emerge 
later in the decade. 


(b) Mass poverty in the developing ECAFE countries 


Mass poverty is widespread in the region. Nei- 
ther precise definitions of the phenomenon nor refined 
statistical measurements are needed to substantiate its 
existence as the most serious problem in the region. 
The disappearance of starvation as the result of the 
improved food supplies generated by the “green 
revolution”, may indicate that mass poverty has been 
alleviated somewhat through recent developments. 
However, if survival is guaranteed only at an inade- 
quate level of nutrition, and this is generally the case, 
mass poverty may even have increased despite the 
“sreen revolution”, although its worst manifestation 
has largely disappeared. 


General Summary 


Considerable attention has recently been paid to 
the distribution of income in developing countries and 
its relation to mass poverty. Existing, rather uncer- 
tain information indicates that the inequality of 
personal income distribution varies much between 
developing countries in the ECAFE region, but that, 
‘on balance, inequality before taxes may not be more 
than in the developed market economies, which, 
however, may have been able to reduce inequality 
through their tax systems. There is nothing to 
indicate, either, that inequality should have generally 
increased in the region’s countries during the last 
decade. In fact, for some countries, available studies 
indicate that inequality in nominal income distribution 
may even have diminished. Be this as it may, at the 
very low level of average income in the major 
developing countries of the region, it is in the nature 
of things that mass poverty must be extensive, even 
though the degree of inequality may not be parti- 
cularly large. The extremely low standards of the 
poor call for redistribution of income, even though 
inequality may be low and decreasing and the possi- 
bilities of increasing the standards of the poor may 
only be marginal. 


There are two basic causes of poverty: (a) un- 
employment and underemployment and (b) low levels 
of productivity of employed labour. It is crucial 
for the design of rational policies against mass poverty 
to know the degree to which these causes are in 
operation. 


Underemployment is a widespread and serious 
problem in most of the region’s developing countries. 
However, its size and nature vary considerably from 
country to country. 


In rural areas, underemployment is frequently a 
seasonal phenomenon. The extent of seasonal under- 
employment depends a great deal on cropping systems 
and diversification of agricultural production. Unpaid 
family labour makes it difficult to quantify the degree 
of rural underemployment, but it generally tends to 
be high. In many countries, however, there is also 
substantial open rural unemployment. 


Seasonal unemployment and unpaid family labour 
play much smaller roles in urban areas where open 
unemployment is more important. Available data 
report widely differing levels of open urban unemploy- 
ment in different countries. 


It should be emphasized, however, that when, as 
in India, the unemployment rate in urban areas may 
seem relatively modest, this does not prevent the 
number of unemployed from being huge, and, if the 
unemployment is concentrated in certain cities or 
among certain groups, it takes on very serious pro- 
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portions. The lack of social security arrangements 
makes a given rate of unemployment a much more 
serious matter than it would be in developed countries. 


Unemployment in urban areas hits youngsters, in 
particular. It seems to be the entrance to the labour 
market that causes difficulties. This is also the case 
in the increasing number of educated unemployed. 
Females seem to suffer a higher rate of unemployment 
than males, but, due to the characteristics of social 
life in these countries, female unemployment is difficult 
to define and measure. It should be added, finally, 
that child labour is widespread in the region. This 
is a social evil that should be abolished; moreover, 
it may be an incentive to high birth rates, 


Unemployment, at least in some countries, is an 
important contributing factor to mass poverty. In 
rural areas, it often takes the form of seasonal un- 
employment. Such unemployment may also be looked 
upon as a consequence of very low productivity. 
During the slack seasons, productivity is zero or close 
to zero and it may not pay the farmer to work even 
on his own farm. Industrialization has contributed 
relatively little to creating high-productivity employ- 
ment, and the rapidly increasing labour force has, to 
a large extent, found employment in the low-produc- 
tivity sectors, particularly in agriculture and services. 
Considering underemployment and seasonal unemploy- 
ment in agriculture as an aspect of low productivity, 
the further conclusion follows that low productivity 
is the major general cause of mass poverty, supple- 
mented by open urban unemployment in several 
countries. 


(c) Policy implications 


The region’s developing countries are rather 
heterogeneous in regard to natural endowments, levels 
of development, institutional organization and pro- 
blems encountered. The economic policies pursued 
will naturally vary from country to country. Some 
basic problems, however, are common to most of the 
countries. These will be dealt with first. 


(1) Growth and poverty 


It is beyond dispute that the definitive way to 
eradicate poverty and raise the standard of living of 
the broad masses of the people to a decent level is 
through increased production per person. As long 
as production per capita is very low, the problem 
cannot be solved effectively simply by redistributing 
the existing national income. Any long-term policy 
against poverty in developing countries must therefore 
emphasize the goal of high rates of growth of GNP 
per capita. 


Fortunately, there is nothing to indicate that, in 
the short term, there should be any necessary conflict 
between policies for increased growth and against 
poverty. The experience of the region’s developing 
countries is that rapid growth implies falling un- 
employment and, hence, mass poverty. Both problems 
can be tackled simultaneously and, by adoption of 
the right kind of policies, which may even be com: 
plementary. It is true that rapid structural trans- 
formation that necessitates the transfer of large masses 
of labour from one sector to another may cause 
increased unemployment and, hence, increased mass 
poverty. Historical examples of transformation of 
agriculture, with small farms replaced by large-scale, 
labour-saving farming, are well-known. The ex- 
perience of the last decade and the nature of agricul- 
tural technology in the region’s developing countries 
make it abundantly clear, however, that not only 
would a transformation in this direction be unneces- 
sary, it would be positively wasteful even from an 
output point of view. For a substantial number of 
years and even decades to come, a significant part 
of the increase in the labour force should be absorbed 
in agriculture. The major part of the increase in 
employment, in the immediate future at least, has to 
take place in the low-productivity sectors as was also 
the case in the past. 


It is fortunate that current technological progress 
in agriculture makes growth of output and _ the 
emphasis on labour-intensive methods compatible. 
Agricultural investments may get their highest returns 
when directed toward low-productivity areas, and 
harmony exists between the goals of increased output, 
increased employment, and alleviation of mass poverty. 


It is imperative, therefore, that the countries take 
full advantage of the growth and employment poten- 
tialities of the new technology in agriculture. The 
“oreen revolution” has to be expanded to include 
small farmers. To make a permanent revolution out 
of it with continued improvement of production 
methods and yields, efforts have to be made to expand 
small-scale labour-intensive cultivation through appro- 
priate land distribution and reform measures. To be 
successful, both these policies require strongly ex- 
panded extension services and institutional reform to 
ensure adequate supplies at reasonable prices of 
inputs, credits, and information to small farmers. 
Even so, a substantial seasonal unemployment problem 
may continue to exist in rural areas and, to cope 
with it, productive public construction work of a 
labour-intensive nature and the establishment of rural 
industries and subcontracting have to be developed. 
Also, for the sake of both productivity and equity 
in opportunities, educational, health and social facili- 
ties need rapid expansion in the rural areas. A true 
metamorphosis of rural conditions of life is required. 
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While the combined growth and anti-poverty 


policies should thus have their centre of gravity in - 


the rural areas, this does not mean, of course, that 
urban development should be ignored or sacrificed. 
Urban poverty is a serious problem in all countries, 
although its dimensions may be less. Its root cause 
is partly unemployment and partly low productivity 
in some of the service sectors that absorb much of 
the labour force. Modern industrialization which, by 
its very nature of large-scale production, is largely 
an urban activity, has provided inadequate expansion 
of employment in the past, but, in some countries, 
this has been so because the growth of industrial 
output itself has been slow. To the extent that this 
is the case, industrial growth needs to be accelerated. 
“ven when industrial growth has been fast, techniques 
have been so capital-intensive and labour-saving that 
the increase in employment in the manufacturing 
industry itself has been relatively modest. The re- 
moval of incentives biased towards capital-intensive 
techniques is called for. This is partly a matter of 
domestic policy, but the expansion of export markets 
for labour-intensive goods from developing countries 
to the developed countries is probably the most 
effective device against capital-intensive investments. 


Rapid industrial growth does serve to diminish 
urban unemployment, but other policies, in particular 
the expansion of labour-intensive construction work 
in housing and so forth, will be needed to reduce 
urban unemployment rapidly. 


There remains in the urban areas the problem 
of poverty related to employment in low-productivity 
activities in the service sectors. Some of the service 
sectors, trade and transport, will benefit automatically 
from the increased commodity flows from agriculture 
and manufacturing industry. Production in trade and 
transport consists largely in handling these commodity 
flows, and their expansion will increase productivity 
or employment, or both, in these sectors. Neverthe- 
less, the employed in some inferior urban service 
activities undoubtedly need to be absorbed by other 
activities, 


(2) Investment policy 


The programme sketched in the previous section 
will require an expansion of the share of investments 
in most developing countries in the region. The 
tendency for the share of investments in some 
countries to stagnate must be broken and the fall of 
investment shares that some countries have experienced 
must be reversed. Probably all the developing coun- 
tries of the region need to increase their investment 
share, but the need is, of course, most urgent in 
countries with relatively lower investment shares. It 
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would seem that the total level of investments should 
aim at a growth rate somewhat higher than the 6 
per cent target set by the strategy for the Second 
Development Decade, and the composition by sectors 
and the choice of technique should consider the 
general principles for growth employment and _ anti- 
poverty policies set out in section 1. Apart from the 
least developed of the region’s developing countries, 
the constraints on investments are largely financial, 
and a number of measures are needed to secure the 
right volume and composition of investments. 


(3) Domestic savings 


With the present trends in the supply of external 
finance, the developing countries of the region have 
to increase their reliance on domestic financing for 
the expansion of investment activities. Performances 
at the end of the First Development Decade were 
generally unsatisfactory in this regard, and it is here 
that a major effort has to be made by the countries 
to secure a successful outcome of the Second Develop- 
ment Decade. 


Although everything possible should be done to 
encourage private savings and channel such savings 
to their most effective use through the establishment 
of adequate credit institutions and incentives to save, 
Governments should not rely primarily on private 
savings as a major source of increased domestic 
finances. Private savings are difficult to influence 
and the distributional effect on them is not clear. 
The only realistic policy for a substantial increase 
in domestic savings is therefore through increased 
public savings. 


Population growth and expanded public services 
in education, health, social facilities and so forth 
makes it likely that public current expenditure will 
tend to increase faster than national income. Not- 
withstanding budgetary prudency and careful control 
over public expenditure, it will not be possible to 
reverse this trend and, although it may be hoped 
that peaceful conditions will prevail in the ECAFE 
region and that countries may be able to reduce 
defence expenditures that in some countries weigh 
heavily on the budget, the key problem in increasing 
domestic savings is clearly to expand public revenues 
so much that they do not only cover the increase in 
current expenditure but also contribute to public 
savings. In all the region’s developing countries, and 
particularly so in those countries that have to make 
up for a previous fall in public savings, public 
revenues have to increase at a substantially faster rate 
than national income. Automatic revenue increase at 
given tax laws and norms will probably at most 
suffice to make revenue tend to increase in proportion 
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to national income. New revenue sources have thus 
to be created. 


Countries with substantial public trading and 
industrial activities should increase the revenues 
arising from their public enterprises through more 
adequate pricing policies and improved management 
and efficiency, but the main burden is bound to be 
carried by increased taxation. 


In addition to increasing total taxation, it is 
important to notice the need for a reform of the 
revenue system to diminish its possible distorting 
effects. Most countries collect a substantial share of 
their revenues from customs duties and other taxes 
on foreign trade. To abolish such taxes would cause 
revenue losses that would probably be impossible to 
replace in other ways. A return to uniform tariff 
rates, however, would by itself, be a step forward. 
Moreover, it should be recalled that tariffs and export 
subsidies are, in some measure, a substitute for a 
general devaluation. In deficit countries, however, 
devaluation of the currency implies an increase in 
public revenue and, hence, public savings. Thus, if 
a devaluation were made to replace the existing system 
of tariffs and export subsidies, that devaluation would 
not only replace the protection but also, to some 
extent, the budget revenues emanating from the tariff 
and export subsidy systems. 


An increase in tax revenues represents a major 
effort, both politically and administratively. The poli- 
tical problem of increasing taxes is an integral part 
of the problem of accelerating development and should 
be overcome lest development grinds to a halt. On 
the administrative side, it is important that continuous 
progress is made in improving efficiency in the assess- 
ment and collection of taxes. It is also important 
to find tax.sources that do not go beyond the 
capability of the existing machinery of tax administra- 
tion. The comprehensive, uniform income tax, which 
from many points of view may be considered the 
ideal tax, has produced disappointingly little revenue 
in most developing countries. A system of schedular 
income taxes, such as land tax, urban building tax, 
professionals tax, business tax, and wages and salaries 
tax, based on easily recognizable physical characteris- 
tics, such as cultivation of land, residency in buildings, 
or ownership if possible, may be much more successful 
in collecting revenues than the unfeasible, compre- 
hensive and uniform income tax. Despite the inherent 
inequity of schedular taxes, the smaller possibilities 
of evasion associated with such a tax system may 
nonetheless make the practical outcome a more equit- 
able distribution of the taxes actually collected. 


Another revenue source which has proved success- 
ful in some developing countries is social security 
contributions combined with fund accumulation. 


A number of excise and sales taxes could be 
much higher than is presently the case. Taxes on 
motor cars and petrol should be increased steeply, 
not only because they are luxury consumption for 
the higher-income brackets but also to curb air 
pollution which is a growing problem in the big cities 
in the region’s developing countries and because the 
congestion problem caused by the rapidly increasing 
private automobile traffic often serves as an excuse 
for expensive road investments in capital-intensive 
construction techniques. Subsidies from the budget 
for current purpose should be: avoided as far as 


possible. 


While direct income transfers from the public 
budget is a major policy instrument in developed 
countries for income redistribution, there does not 
seem to be much scope for such policies in the 
developing countries of the region, despite the urgent 
need for policies against mass poverty. The public 
budgets will already be heavily strained if expendi- 
tures for education, health, social facilities etc. are 
allowed to expand according to needs, and public 
savings have to be increased substantially. It should 
be recalled that, even without direct income transfers, 
the budget may accomplish a substantial redistribution 
of real income if tax revenues predominantly are 
progressively levied upon groups above the poverty 
line while public services are provided to discriminate 
in favour of the poor. This will almost automatically 
be the result if future developments of public services 
focus on rural areas as they ought to do. There is 
no need to distribute government services free to the 
higher-income brackets. The basic poverty problem 
should, however, be tackled by policies against 
unemployment and low productivity as already 
emphasized. 


It should be stressed, finally, that any attempt 
to increase savings for financing increased investment, 
whether privately or publicly, should be combined 
with adequate foreign exchange policies to permit 
larger capital goods imports, unless a policy of in- 
creasing investments through domestic labour-intensive 
construction works is aimed at. 


(4) External resources 


A programme, as sketched here, to bring about 
a sufficiently high rate of growth to impinge seriously 
on mass poverty will require efforts which at least 
for many of the developing countries in the region 
may be overwhelmingly large unless they are assisted 
by an adequate increase in external resources. Un- 
intentionally, the maldistribution of external resources 
which, during the last five years, has led to a sharp 
reduction in net flows to developing ECAFE countries, 
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particularly south Asian countries, has implied a de 
facto discrimination against poverty. The World 
Bank and other United Nations aid organizations have 
called the developed countries’ attention to the pro- 
blem and pointed out that, not only should official 
aid be increased, but it should also be redirected ‘to 
areas, fields and sectors of countries where mass 
poverty is serious. 


Private capital flows should be encouraged to pay 
particular attention to the social problems of the 
developing countries. In certain cases they are 
limited to large-scale projects in manufacturing and 
mining and, perhaps, forestry, but, by their nature, 
they cannot be directed towards the low-productivity 
areas and sectors where mass poverty has to be 
attacked, although private profitability of investments 
may be high in these fields. Investments in agricul- 
ture will often be on too small a scale or too difficult 
to control from abroad to be attractive for foreign 
capital. However, with increased foreign capital 
inflow to industry, domestic capital will be set free 
for agriculture and other sectors. Moreover, provided 
that the right kind of domestic credit institutions are 
created for financing agricultural development, foreign 
financial capital may be induced to invest in such 
credit institutions. 


Some developing countries depend heavily on 
private capital inflows for covering the deficits of 
their balance of payments and finance investments, 
while others depend almost exclusively on official 
capital flows. There are a number of well-known 
drawbacks in relying too heavily on private foreign 
capital. Nonetheless, the slow increase in official 
development assistance makes it precarious to rely 
exclusively on that form of aid, which certainly also 
has its drawbacks; the reliance on official develop- 
ment assistance is one of the reasons why capital 
flows to certain countries have tended to dry up. 


Developed countries do not seem likely to fulfil 
their commitment to expanding official net contribu- 
tions to 0.7 per cent of their gross national product 
by the middle of the decade. In 1971, a level of 
only 0.35 per cent was achieved, slightly less than 
in 1969 and much less than the 0.53 per cent pre- 
vailing at the beginning of the First Development 
Decade. In addition, conditions of aid have tended 
to become tighter. A contributing factor has been 
the rapidly growing debt-service payments that swallow 
a larger and larger part of the gross flows of assis- 
tance. The developed countries should fulfil their 
commitments, ease credit conditions further and 
increase the share of grants substantially. Repayment 
in kind, which is a regular feature in aid arrangements 
from the socialist countries, has, unfortunately, no 
counterpart in aid from the market economies. If 
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‘the developed countries do not acknowledge their 
moral obligations, the struggle against mass poverty 
in the region may not be successful. 


(5) Foreign trade 


The strategy of the Second Development Decade 
emphasizes the importance of foreign trade as a 
vehicle of growth. The developed countries were 
urged not to add new obstacles to exports from 
developing countries, to remove existing ones and to 
give special preferences to such exports. 


One major step was taken with the adoption of 
the general preference scheme for developing coun- 
tries by most of the developed market economies. It 
is expected that it will promote an increase in exports 
of manufactured goods from developing to developed 
countries by US$1 billion. However, textiles and 
clothing were not included in the preference scheme 
and, for these commodities, quotas continue to be 
applied and tightened whenever a domestic industry 
in the developed market economies is threatened by 
competition from developing countries. The so-called 
voluntary restraint imposed by the United States upon 
textiles producers in the region in 1971 is a classical 
example. Restructuring and lowering of tariffs and 
the removal of quantitative restrictions so as to bring 
an end to discrimination against imports of processed 
raw materials, in particular of agricultural origin, 
and the removal of agricultural protectionism in 
general would be measures of great value to the 
developing countries. 


Given the present obstacles to exports from de- 
veloping countries in the fields where these are 
competitive, the possibilities for expansion of exports 
depends largely upon the efforts of the developing 
countries themselves in fields and areas where pro- 
tectionism in developed countries is less pronounced. 


Export performances of the developing countries 
in the ECAFE region were not entirely satisfactory 
at the beginning of the Second Development Decade. 
In 1969, the export value of the ECAFE region’s 
developing countries increased at the same rate as 
world exports, that is by about 14.5 per cent. While 
the recession of the developed market economies 
caused the growth rate of world export value to 
decline to 11.6 per cent in 1971, however, that of 
the ECAFE developing countries fell to 9.7 per cent. 
For all less developed areas, excluding oil-exporters, 
the decline was from 14.3 per cent to 1.5 per cent. 
Amongst all developing countries, those of the ECAFE 
region have thus performed fairly well, but the simul- 


taneous increase in the rate of growth df their total 
import value from 9.5 per cent in 1969 to 12.0 per 
cent in 1971, combined with the trends in external 
resources, in particular official development assistance, 
points to the need for better performance in foreign 
trade. 


It is generally recognized that some developing 
countries have tended to pursue import substitution 
beyond perhaps what is economically justified and 
that more emphasis should be put on exports for 
improving the balance of trade. This is not to say 
that import substitution should not continue where 
it might be economical. Indeed, the “green revolu- 
tion” is nothing but large-scale import substitution 
in the field of food. Through shifting to a higher 
content of labour-intensive construction in investments, 
something may also be done to save imports of 
machinery and equipment. There is no doubt, how- 
ever, that the contribution of manufacturing industry 
to the improvement in the balance of trade in the 
future must be mainly through exports. 


It is for the individual country to find feasible 
export industries. A high degree of specialization is 
required. Some countries have proved eminently 
successful in sophisticated, labour-intensive electronics 
production and other countries might find it possible 
to enter this field. General recommendations in this 
regard are difficult to make. What is important, 
however, is that countries pursue general policies that 
ensure favourable cost developments in terms of 
foreign currency for domestic industries. Labour 
costs should not be held artificially high. On the 
other hand, subsidies from the public budget or 
through keeping domestic raw material prices arti- 
ficially low (through export taxes, for instance) is 
no long-term solution. Many countries apply various 
systems of export promotion through what in effect 
amounts to concealed currency devaluations, and such 
arrangements are justified in so far as a number of 
developing countries’ currencies more often than not 
are overvalued. It would be preferable, however, if 
such countries adopted realistic exchange rates, fixed 
so as to give industries in general the necessary 
incentives to export. 


At the recent realignment of exchange rates, a 
substantial number of countries chose to maintain 
their rates unchanged in terms of United States dollars, 
which on balance implied a certain devaluation. 
Other countries, however, chose to keep their exchange 
rate unchanged against SDR, or took an intermediate 
position, and may ‘on balance not have devalued or 
have devalued only slightly. 


(6) Intraregional trade co-operation 


One set of policy measures suggested in “An 
International Development Strategy for the Second 
United Nations Development Decade”! is trade expan- 
sion through regional co-operation and integration 
amongst developing countries. More concretely, this 
may involve questions of regional or subregional 
arrangements, such as commodity communities, buffer 
stocks and price stabilization schemes, joint ventures 
in investments, diversification of production and trade, 
preferential trade agreements, payments arrangements, 
shipping agreements, and so forth. 


A recent study by the Regional Centre for 
Economic Projections and Programming? of the 
ECAFE Research and Planning Division aimed at 
illuminating problems involved in regional trade ex- 
pansion by quantifying the possible expansion within 
the framework of existing development plans and by 
comparing the trade expansion with import require- 
ments to see whether special measures from the 
developed countries will be needed when everything 
possible has been done by way of regional trade 
expansion. The findings of this study can be sum- 
marized as follows: The benefits of co-operation, in 
terms of a less unfavourable balance of trade for the 
region as a whole, are considerable and calculated 
as an improvement of about 20 per cent for the year 
1980 (from a deficit of about US$13.5 billion to 
US$11 billion). Co-operation in trade in raw ma- 
terials among the developing countries seems most 
rewarding, outstanding positions being taken by crude 
petroleum, rice, crude rubber and sugar. Of the 
manufactured commodities, fruitful trade co-operation 
could be achieved not only for woven textiles and 
cotton fabrics but also in electrical machinery, mainly 
electronic equipment. 


Finally, the study makes it clear that, for a 
number of commodities, including maize, tea, copra 
and coconut-oil, regional supply is growing faster than 
regional and projected world demand. Demand for 
these products should be increased by appropriate 
measures with regard to price and quality and by 
appropriate trade policies vis-a-vis the extraregional 
countries, so that these extra supplies could at least 
be partly absorbed by the world market. Regional 
co-operation in this situation will have the effect of 
strengthening the bargaining position of the regional 
countries in obtaining preferential treatment by the 
industrialized countries. 


The study concludes that the potential for intra- 
regional trade expansion is substantial, and it points 


1 Document submitted by the Second Committee (A/8124 and 
Corr. 1, para 10) and considered by the General Assembly at its 1871st 
plenary meeting on 17 October 1970. See also A/8124/Add.1. 

2 ECAFE, “Projections of intraregional trade flows of selected com- 
modities among developing ECAFE countries” (EGPT.B/IT/1), 
October 1971. 
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to the need for devising appropriate policy instruments 
to realize that potential and to ensure the equitable 
distribution of gains. 


(d) Land-locked and least developed countries 


The United Nations General Assembly resolution 
on the Second Development Decade envisages special 
financial and technical assistance for overcoming the 
particular disabilities of the land-locked and least 
developed countries and developing and improving the 
transport and communications infrastructure that they 
need. 


At its twenty-seventh session in April 1971, the 
Economic Commission for Asia and the Far East 
adopted a resolution on special problems of the land- 
locked countries. In pursuance of this resolution, the 
ECAFE secretariat, assisted by the UNCTAD secre- 
tariat, mounted a multidisciplinary group mission in 
1971 to Afghanistan, Laos and Nepal to investigate 
the special problems of these three land-locked coun- 
tries and report to the Executive Secretary. 


In trade-transit, each of the three land-locked 
countries relies largely on one transit route only. It 
is considered urgent and vital for land-locked countries 
to develop alternative routes, although they might not 
be the most economic routes. Also, the possibility 
of providing alternative ports of shipment along one 
transit route should be investigated. The complexity 
of the customs procedures and border formalities. 
which vary from country to country, should be sim- 
plified and the necessary technical assistance extended 
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to the countries concerned. While a multilateral — 
approach is required in certain phases of the problems © 


of transit, those problems also require solution on 


a bilateral basis by the land-locked and transit 


countries. 


Planning as an instrument for development has 
gained acceptance in all the three countries, but 
considerable improvement is needed through special 
financial and technical assistance commensurate with 
the large task ahead. The major efforts in the pro- 
duction sectors, organized with the available resources 


and technical assistance, need cohesion in a longer- 


term perspective through systematic analysis, opera- 


tional research for diversification of agriculture, — 
training and extension, well-designed market surveys _ 


and project appraisal. 


An additional US$1.8 million was allocated by ; 
UNDP to strengthen the country programmes of the — 


“hard core” least developed countries, and a start 
has been made with a proposed two-year (1973-1974) 
mobile-training scheme in planning and implementa- 
tion for semi-professional social and regional develop- 
ment personnel. : 
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IN ECAFE DEVELOPING COUNTRIES DURING THE SECOND 
UNITED NATIONS DEVELOPMENT DECADE 
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FIRST BIENNIAL REVIEW OF SOCIAL AND ECONOMIC DEVELOPMENTS 
IN ECAFE DEVELOPING COUNTRIES DURING THE SECOND 
UNITED NATIONS DEVELOPMENT DECADE 


Chapter | 
INTRODUCTION 


The declaration of the General Assembly of the 
United Nations on the International Development 
Strategy calls for regular reviews and appraisals of 
objectives and policies during the Second Development 
Decade. The Economic Commission for Asia and the 
Far East at its twenty-sixth session also stressed the 
need for performance evaluation during the Second 
Development Decade. It requested the Executive 
Secretary to take action for conducting regular apprai- 
sals and evaluation of progress at the regional level 
along the guidelines and within the framework of the 
global strategy for the decade. The Commission also 
requested the Executive Secretary to appoint a 
continuing group of reputed experts to assist the 
secretariat in preparing relevant documentation for 
performance evaluation by the Commission at the 
regional level, (a) to provide guidance on criteria 
and indicators to be used for performance appraisal 
at the regional level and (6) to provide guidance for 
the ECAFE secretariat in respect of (z) the regular 
country economic surveys available to it and (i) the 
Economic Survey of Asia and the Far East. The 
Expert Group convened in December 1971 and for- 
mulated some guidelines and suggested a number of 
topics for detailed study for the first biennial review 
of social and economic developments in ECAFE 
developing countries during the Second United Nations 
Development Decade. At its second session held in 
December 1972, the Expert Group considered the draft 
of the first biennial review and made some useful 
comments which have been incorporated wherever 
feasible. 


Several obstacles were encountered in the pre- 
paration of this first biennial review which have 
influenced its character and form of presentation. In 
addition to well-known limitations which concern the 
coverage and comparability of data available in the 


region, the review is supposed to cover developments 
in 1971 and 1972, the first two years of the Second 
United Nations Development Decade. For obvious 
reasons, little or no statistical data are available yet 
for 1972 and, in some instances, this applies also to 
1971. The country surveys that appear in Part Two 
of this Survey give some idea of trends and recent 
policy developments. 


In these circumstances, the biennial review pre- 
sents, in each section, the most recent available data 
indicating the success or otherwise of the ECAFE 
region in attaining the economic and social develop- 
ment objectives of the Second United Nations 
Development Decade. Major policy problems are 
then identified and policy measures discussed in a 
preliminary way. 


Any imbalances between different sections of the 
review have been caused by the relative scarcity or 
abundance of statistical material and by the fact that 
some aspects of the problem are more important in 
a topical and/or regional context. For example, 
policies to cope with mass poverty in overcrowded 
Asian countries are obviously a more urgent problem 
than they are likely to be in the areas of other United 


Nations regional commissions. 


Finally, it is essential, in a region in which 
countries are so disparate and heterogeneous with 
regard to the stages of their economic, social and 
political development, to be very cautious in making 
generalizations. Space may not always permit ade- 
quate qualifications to be made, but it should always 
be kept in mind that there are few accurate gene- 


ralizations that apply to all the developing countries 
of the ECAFE region. 
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GENERAL OBJECTIVES AND TARGETS OF THE SECOND 
DEVELOPMENT DECADE 


Recognizing that “economic and social progress 
is the common and shared responsibility of the entire 
international community”, the General Assembly of 
the United Nations designated the 1970s as the Second 
United Nations Development Decade and member 
Governments pledged themselves, individually and 
collectively, to pursue policies designed to create “a 
more just and rational world economic and _ social 
order in which equality of opportunities should be 
as much a prerogative of nations as of individuals 
within a nation”. To give substance to this pledge, 
the General Assembly resolution laid down certain 
targets to be attained within the Second Development 
Decade and also outlined a broad policy framework 
for the attainment of these targets. 


The resolution lays.down-that.the-average annual 
rate of growth in the gross product of the devalepieg 
countries as a whole during the Second. Development 
Decade should be at least 6 per cent, which, allowing 
for “an average annual increase of 2.5 per cent. in 
population;-would mean” an average annual rise of 
3.5 per cent in per capita product. The proposed 
growth target would imply achievement of an average 
annual expansion of 4 per cent in agricultural output 
dnd 8 per cent in manufacturing output. It would | 
also necessitate an average annual expansion of 0.5 
percentage point in the ratio of gross domestic saving 
to the gross product, so as to raise the ratio to around 


20 per cent by 1980, together with an average annual \ 


expansion of somewhat less than 7 per cent in imports 
and somewhat more than 7 per cent in exports. 


The resolution emphasizes that “qualitative and- 
structural changes in the society’ must» go hand” in 


hand with rapid economic growth, and existing dis-» 


parities — regional, sectoral and social —should be 
substantially reduced”. To achieve the social object- 
ives of development, the resolution calls upon each 
developing country to formulate its national employ- 
ment objectives with a view to significantly reducing 
unemployment and underemployment, to pay particular 
attention to expansion and improvement of education 
and health facilities, to improve levels of nutrition in 
terms of the average caloric intake and the protein 
content, and to expand and improve housing facilities, 
especially for the low-income groups. 


As for policies to attain the specified goals and 
targets of the Second Development Decade, the re- 
solution impresses upon the developing countries the 


need for vigorous resource mobilization and the most 
effective use of available resources. It recommends 
that developing countries which consider that their 
rate of population growth hampers their development 
should adopt measures of population control. The 
resolution calls for appropriate reform of land tenure 
systems for promoting both social justice and farm 
efficiency. It also calls upon the developing countries 
to continue their efforts to negotiate and put into 
effect further commitments for instituting schemes for 
regional and subregional integration or measures of 
trade expansion among themselves. 


The resolution calls upon the developed countries 
to provide adequate support for the developing coun- 
tries to help achieve the targets of the Second 
Development Decade. In the field of international 
finance, it specifically recommends that, by 1972, each 
economically advanced country should endeavour to 
provide annually to developing countries financial 
resource transfers of a minimum net amount of 1 
per cent of its gross national product at market prices 
in terms of actual disbursements, having regard to the 
special position of those countries which are net 
importers of capital. Those developed countries 
which are unable to achieve this target by 1972 should 
endeavour to attain it not later than 1975. It also 
recommends that developed countries should progres- 
sively increase their official development assistance to 
the developing countries and exert their best efforts 
to reach a minimum net amount of 0.7 per cent of 
their gross national product at market prices by the 
middle of the decade. As for the terms of foreign 
assistance, it recommended that the developed coun- 
tries which were members of the Development Assis- 
tance Committee of the Organization for Economic 
Co-operation and Development should exert their best 
efforts to reach as soon as possible, and in any case 
before 31 December 1971, the norms set out in the 
1969 supplement to the recommendation of the 
Development Assistance Committee designed to soften 
and harmonize terms and conditions of assistance to 
developing countries. Financial assistance should, in 
principle, be untied and, while it may not be possible 
to untie assistance in all cases, developed countries 
should rapidly and progressively take what measures 
they can in this respect, both to reduce the extent 
of tying of assistance and to mitigate any harmful 
effects. Among other measures to expand the flow 
of foreign resources to the developing countries, the 
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volume of resources made available through the 
multilateral institutions should be increased to the 
fullest extent possible, and, as soon as adequate 
experience is available on the working of the scheme 
of special drawing rights, serious consideration should 
be given to the possibility of the establishment of 
a link between the allocation of new reserve assets 
“under the scheme and the provision of additional 
- development finance for the benefit of all developing 
countries. This question should, in any case, be 
examined before the allocation of special drawing 
} rights in 1972. 


The resolution recommends a number of measures 
in the field of international trade. It enjoins the 
developed countries not to raise new tariff and non- 
tariff barriers or increase existing ones against imports 
of primary products of particular interest to de- 
veloping countries. It recommends that developed 
countries should, through international joint action 
or unilateral action, accord priority to reducing or 
eliminating duties and other barriers to imports of 
primary products (including those in processed or 
semi-processed form) of export interest to developing 
countries, with a view to ensuring that developing 
countries have improved access to world markets and 
to market growth for products in which they are 


presently or potentially competitive. Inter-govern- 
mental consultations should be continued and inten- 
sified, with a view to giving effect, early in the decade, 
to measures for the relaxation and progressive 
elimination of non-tariff barriers affecting trade in 
manufactures and semi-manufactures of interest to 
developing countries, and efforts made to implement 
such measures before 31 December 1972. 


The resolution recommends the adoption of 
special measures for accelerating the growth of the 
least developed among the developing countries, in- 
cluding those which are land-locked. 


The resolution calls for mobilization of public 
opinion in both developing and developed countries 
in support of the objectives and policies for the 
Second Development Decade. The resolution empha- 
sizes the need for appropriate arrangements to keep 
the progress towards achieving the goals and objectives 
of the decade under systematic scrutiny, and recom- 
mends the undertaking of such reviews and appraisals 
at national, regional and global levels by appropriate 
agencies and institutions. 


Concerning the details of the Strategy, each 
chapter will be introduced by a brief survey of the 
relevant recommendations. 
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Chapter Il 


THE INTERNATIONAL SITUATION 


Because of their economic size, the policies and 
performance of the world’s major industrial countries 
greatly affect the development prospects of the de- 
veloping countries. Those principal developments in 
the area of policy and performance in 1971 and 1972 
in the larger industrial nations that have affected the 
world level of output, prices and international trans- 
actions are therefore discussed below. As table J-1 
indicates, the most notable developments in the world’s 
richer industrial nations were a marked deceleration 
in the rate of growth of real GNP and the real volume 
of trade in 1970 as compared with the latter years 
of the 1960s, followed in 1971 by an encouraging 
improvement which seems certain to be continued 
through 1972 and 1973. At the same time, the richer 
_ industrial nations suffered a widespread increase in 
the rate of inflation in 1970 as compared with the 
late 1960s. There was a small decline in the rate 
of inflation in 1971. The prospects for 1972 were 
that there might be a further abatement in the rate 
of increase in prices in some countries, but that 
generally the inflation might be sharpened again unless 
special measures were taken. From a policy point 
of view, the period under consideration has been 
notable for the attempts made by the richer industrial 
nations to come to grips with the problem of inflation 
and, in many instances, the not unassociated problem 
of securing balance-of-payments adjustments without 
further exacerbating what were in many cases already 
high levels of unemployment. 


Table I-1. OECD countTRIES’ MACRO-ECONOMIC 
MAGNITUDES: 
FORECASTS AND ESTIMATES 


(percentage changes seasonally adjusted 
at annual rates) 


From previous 
Average From previous year half-year 
1958/59- —§ ——________ — 
1968/69 1970 1971 1972 1972 1973 


(11) (1) 


Cc 
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GNP* 5.4 2.8 3 
GNP deflator 3.0 6.0 5 
Imports (volume) 5 
Exports (volume) By 
9 
9 
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Imports (SDR units) 
Exports (SDR units) 
Imports (extra OECD US$) 1 
Exports (extra OECD US$) 1 
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Source: OECD Economic Outlook, July 1972. 
* Weighted by 1970 GNP in terms of United States 
dollars at 1970 exchange rates. 
» Seven major OECD countries: Canada, France, Federal 
Republic of Germany, Italy, Japan, United Kingdom 
and United States. 


(a) Output 


In 1970, total world output grew at only 3.0. 
per cent in real terms, which was considerably below 
the average compound rate of growth of 5.0 per cent 
recorded in the 1960s.1_ As table I-1 indicates, in the 
case of the richer industrial countries, there was an 
even more marked deceleration of the rate of growth 
of real GNP from the average of 5.4 per cent per 
annum recorded between 1958/59 and 1968/69 to 
2.8 per cent in 1970. This decline in the rate of 
increase in output was partly the result of cyclical 
factors in the Japanese economy and partly the results 
of the attempts of some of the major economies, 
particularly the United States, to seek remedies for 
the problem of inflation and/or balance of payments. 
deficit by dampening down the rate of increase in 
aggregate demand. As a result, late 1969 and early 
1970 were marked by more orthodox fiscal policies. 
and by tighter monetary policies which, among other 
things, resulted in a very high interest rate structure 
in the developed industrial nations. The effects of 
these policies, which were intended to reduce aggre- 
gate demand, are evident in the relatively poor growth 
performance of the OECD group of countries in 1970 
and in the general effect which they had upon OECD 
import demand, particularly extra OECD import. 
demand, which is of crucial importance to the 
developing economies. 


In late 1970 and during 1971, many of the richer 
industrial countries reversed their aggregate demand. 
policies because, while tighter monetary and _ fiscal 
policies had visibly slowed down the rate of economic 


development, it had at the same time exacerbated 


problems of unemployment without noticeably affect- 
ing the inflation which was giving so much cause 
for concern. In the United States, the cost/push 
nature of the inflation was recognized, and at the 
same time as fiscal and monetary policies were eased 
in order to reduce unemplyment and to stimulate 
aggregate demand, policies were adopted to constrain 
increases in wages rates and prices. Japan, the 
world’s other major trading nation, also noted the 
changed nature of the inflation and the failure of 
orthodox monetary and fiscal policies to deal with 


1 International Monetary Fund, Annual Report, 1972. 

The greater economic weight of the United States, however, ob-— 
scures the fact that, in 1970, developed and developing countries, 
considered separately, each attained an average real GNP growth rate 
of 6.0 per cent which was considerably better than their individual 
group performances in the 1960s, and in line with the targets set for 
the Second Development Decade. 
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it. Concerned not so much about unemployment but 
about problems of recession and a burgeoning balance 
of payments surplus which the tighter monetary and 
fiscal policies had only aggravated, the Japanese 
Government eased fiscal and monetary policies in an 
attempt to restore business confidence and, by ex- 
panding the rate of economic development, attempted 
to increase import demand and reduce the balance 
of payments surplus. 


These policies resulted in a moderate increase in 
the rate of growth in real GNP in 1971 to an over-all 
weighted average of 3.3 per cent for OECD countries 
which was still, however, lower than the average 
annual growth rate of 5.4 per cent recorded during 


the decade of the 1960s. 


For a variety of institutional and other reasons, 
the reversal of policies which occurred in late 1970 
and 1971 in some of the major OECD countries has 
had its first significant effect in the last half of 1971 
and early 1972. In particular, the cyclical upswing 
in economic activity in OECD countries owes much 
to the resurgence in output in the United States and 
Canada in the first half of 1972, when it grew at an 
annual rate of some 6.0 per cent. In the United 
States, a build-up of inventories and an increase in 
government expenditure were responsible for the 
upsurge of activity in early 1972 and there is little 
doubt that they will provide the basis for a more 
widely and firmly based expansion in economic activity 
in late 1972 and early 1973. In the Federal Republic 
of Germany, the United Kingdom and Japan, similar 
developments are forecast in the same period.” 


National income in the USSR increased by an 
average of 5 per cent in 1971 and 1972 and is 
projected to increase by a further 6 per cent in 1973. 
Gross industrial output rose by 8.5 per cent in 1971 
and by 6.5 per cent in 1972; the industrial growth 
rate is expected to be 5.8 per cent in 1973. Emphasis 
is now being placed on increasing labour productivity 
and the production of consumers goods. Gross agri- 
cultural output in 1972 fell short of the target, 
particularly because of the effect of weather conditions 
on cereal production. Special efforts are therefore 
planned for this sector in 1973 and output is expected 
to rise by 12.6 per cent. 


(b) Costs and prices 


Persistent and widespread inflation was a major 
world-wide problem immediately before and during 
the period under review. The problem has been 
particularly acute in the richer industrial countries 


2 OECD Economic Outlook, July 1972. 
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because of the greater influence of cost/push factors 
in these countries. Inevitably, this inflation has had 
important implications for the developing countries. 


In terms of a weighted average GNP deflator 
for all members, prices in OECD countries in 1970 
increased at twice the rate they had done on average 
throughout the 1960s and, for the most part, inflation 
did not prove particularly responsive to orthodox 
monetary and aggregate demand policies that were 
initially used to combat it. However, while there 
were exceptions, the adoption of income and price 
constraints in a number of countries put a certain 
brake on price increase in 1971, the rate of increase 
in the average GNP deflator falling to 5.6 per cent. 
These effects were particularly pronounced in the 
second half of 1971 and the available evidence 
suggests that this will continue to be the case in 1972 
when the average GNP deflator is forecast to rise by 
4.3 per cent (4.0 per cent in the second half of 
1972). However, for the first half of 1973, the 
deflator is expected to increase faster again. 


In some countries, including Japan, the rate of 
increase in prices has undoubtedly been affected by 
recession, but in other countries the major favourable 
impact would seem to have been the direct effect of 
price control and income restraint measures (in the 
United States, France, the United Kingdom and other 
countries) and, perhaps even more important, the 
indirect psychological effect of these measures on the 
pace of the wage/price spiral. 


Present inflation prospects, however, are not too 
encouraging. In addition to the cyclical upswing 
which will tend to accelerate wage increase, there are 
important structural factors at work. The over-all 
improvement in 1971 and 1972 would have been better 
still had it not been for adverse developments in food 
prices which took place in France, the Federal Re- 
public of Germany, Japan and the United States. 
In particular, recent developments in these price 
indices reflect the influence not only of short-term 
supply factors but also of basic structural factors, 
including the heavy protection accorded inefficient 
agriculture in most OECD countries. In the long 
run, a reduction of agricultural protection could do 
much to reduce one cause of inflation and to promote 
the genuine comparative advantage in trade and 
production of many of these products in the developing 
countries. 


(c) International trade 
It is through international transactions that the 


major effects of development in the larger developed 
economies are communicated to developing countries. 
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Current indications are that the volume of total OECD 
trade has increased by something less than 6.0 per 
cent in 1971,? which is the lowest annual rise recorded 
since 1967. Evidence to hand in the second half 
of 1971, however, suggests that the low point has 
been passed and that, by the first half of 1973, total 
trade of OECD countries in volume terms will be 
expanding at around 10.0 per cent per annum. The 
marked reduction in international trade activity in 
1971 and the anticipated increase in 1972 and 1973 
is the counterpart to what has been happening and 
what is expected to happen to the over-all level of 
economic activity in these countries in the same years. 
In accordance with recent aggregate demand develop- 
ments, the major stimulus to import demand has come 
from the United States, but, as economic activity 
increases in Japan and European countries, this 
import-demand expansion will become more broadly 


based. 


It is difficult to discuss general developments in 
international trade in terms of prices and value 
movements because of the recent currency realign- 
ments. Price and value movements depend upon what 
has happened to the currency concerned and upon 
the manner in which the currencies of other countries 
have been realigned relative to the currency being 
used as numéraire. Thus, in terms of United States 
dollars, the increase in international prices in the 
OECD area in 1972 could be approximately 9.0 per 
cent, compared with 5.5 per cent in 1971, and the 
value of total trade could grow by as much as 17.0 
per cent. 


Abstracting from the effects of the currency 
realignments, it is evident that international prices 
expressed in terms of local OECD currencies were 
rising at about 3.5 per cent in early 1971, that this 
rate of increase in 1972 could be expected to continue, 
and that by early 1973 there would be some further 
moderate increase as a result of the general expansion 
that is expected in the volume of world trade. In 
terms of SDR units (see table I-1), the increase in 
value terms would be about 10.0 per cent in 1972 
and 13 to 14 per cent in the first half of 1973. 


Table I-1 indicates a marked increase in the value 
of extra OECD imports and exports in 1972, but, 
because these values are expressed in United States 
dollar terms, they are misleading, reflecting as they 
do the exchange rate induced rise in United States 
import and export dollar prices. Commodity prices, 
one of the major determinants of extra OECD terms 
of trade, were very weak in the period of uncertainty 
concerning exchange rate alterations but recovered 


3 Ibid., table 6, p. 22. 
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strongly in the months following realignment. More 
recently, long-term trend factors have been important, 
and it would appear that, in the absence of realign- 
ment, the increase in commodity prices would have 
been only moderate. Given the rise in OECD export 
prices, and excluding the oil-producers, it seems 
unlikely that the developing countries will recover 
losses due to the adverse terms of trade effect of 
the currency realignments. Current forecasts suggest 
a further improvement in the OECD terms of trade 
in 1972. 


In 1973, the USSR’s foreign trade is expected to 
increase by 7.9 per cent. Two-thirds of the country’s 
trade is with other socialist countries, but the plan 
for 1973 envisages a further growth of trade with 
developing countries on the basis of long-term trade 
and economic and technical assistance agreements, 
and with the industrially developed countries on the 
basis of mutually advantageous co-operation. 


(d) Implications for the developing countries 


Most of the broad implications (for the developing 
countries) of recent (and anticipated) output, price 
and trade movements in the OECD area, have been 
adumbrated above and they are summarized below. 
First, it is obvious that world economic activity is 
moving into a cyclical upsurge and, in volume terms, 
this will sustain and expand the rate of increase of 
developing country exports to developed economies. 
Of particular significance to the ECAFE region as a 
whole is the fact that this expansion is being led by 
the United States and that the prolonged business 
recession which has retarded economic development 
in Japan is coming to an end. In Japan, whose 
economic significance for the ECAFE region is so 
pronounced, the rate of increase in GNP in real terms 
fell from 10.2 per cent in 1970 to 5.9 per cent in 
1971. It rose to 10.9 per cent in 1972, and the 
forecast for 1973 is 11.4 per cent. In keeping with 
these movements in aggregate output, import demand 
in current yen prices, which increased by only 1.3 
per cent in 1971 and by 7.7 per cent in 1972, is 
expected to expand by 17,4 per cent in 1973. 


Secondly, and unfortunately offsetting these 
favourable demand developments, are the generally 
adverse terms of trade effects that the developing 
countries experienced as a result of the 1971 exchange 
rate realignments.* As pointed out above, it is hard 
to generalize because different developing countries 
adopted different realignment policies. Generally, 
however, the effect has been an adverse shift in their 


4 See chapter X for a fuller discussion of the impact of the currency 


realignments on ECAFE developing countries. 
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terms of trade which would reduce the favourable 
impact of expanded demand for their exports and 
reduce in real terms the expanded dollar value of 
foreign assistance which occurred as a result of the 
exchange rate alterations. 
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Thirdly, it is possible that the developing coun- 
tries may ultimately benefit from the greater awareness 
in developed countries of the unfavourable conse- 
quences of their highly protectionist agricultural 
policies which, apart from distorting production, have 
been a major contributory cause to inflation. 
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Chapter IV 
GROWTH, UNEMPLOYMENT AND MASS POVERTY 


The Strategy of the Second Development Decade 
stated that the average annual rate of growth of the 
gross product of developing countries should be at 
least 6 per cent, aiming at a higher rate in the 
second half of the decade. The Expert Group on 
Criteria, Machinery and a Detailed Scheme for 
Periodic Performance Evaluation during the Second 
Development Decade added that the rapid reduction 
of mass poverty was of overriding importance in the 
region and should be listed as a special goal, and 
for some countries as possibly the most important 
one. The Expert Group emphasized that, in the long 
run, a rapid and sustained reduction in mass poverty 
required a high and sustained rate of growth in 
production, but that reduction of unemployment and 
more equitable income distributions were urgent 
means for improving the situation immediately. 


This chapter therefore considers the GNP growth 
rates achieved in 1970, 1971 and to some extent 
1972, and their trends and levels, recent trends in 
unemployment, and the situation in regard to in- 
equality in income distribution. 


(a) Growth of GNP 


While there were exceptions, the developing 
countries of the region recorded impressive increases 
in the level of real gross national product in 1970. 
From preliminary evidence available, it seems clear 
that the rates of growth generally continued to be 
high in 1971. 


Rates of growth of GNP for a number of 
developing countries in the ECAFE region are given 
in table I-2. Of the nine countries listed in the 
table, the performance of seven exceeded the 6.0 
per cent growth target of the Second Development 
Decade in 1970, and the weighted average for the 
countries of the table was 6.1 per cent. In 1969, 
the weighted average’ was 6.5 per cent, but, in 1971, 
it may have been 5.6 per cent which is less than 
the United Nations target. From current indications 
it appears that the rate of growth in 1972 is little 
over 5.0 per cent, again less than the Second 
Development Decade target. Among other factors, 
this reflects the influence of the slowdown in the 
growth of world trade in 1970.? 


1 GNP in each country in 1967 is used as weights. 
? See chapter X. 


Table I-2. SELECTED DEVELOPING COUNTRIES IN THE ECAFE REGION: 


GROWTH RATES OF GNP AT CONSTANT PRICES 1960-1972 


GDP projected 


Annual compound rates 


Changes from previous year 


Fiyaenin GNP 1967 (per cent) (per cent) 

1970-19808 (Pillion USS) 1960-1970 1965-1970 1968 1969> 1970» 1971¢ 1972 
India® inc say wa. ae en cg Dee OD 46.0 3.8 4.4 Sal Sys} by) 4.8 4.0 
Indonesiay < ava. een ees — 11.0 3.3 4.7 6.6 6.5 6.3 6.9 70 
Franson ken earn ee eg TINO) 7.4 79 9.2 7.9 BCI! 8.6 10.3 14.0 
Korea, Rep. of 8.0 —10.0 4.8 9.2 12.0 133 15.9 8.9 9.8 She) 
Malaysia, West 6.5 — 6.5 2.9 6.3 6.9 4.9 8.0 6.1 4.1 4.0 
Pakistan® . 6.0 — 7.0 10.8 5.4 5) 8.2 4.4 6.6 1.4 5.0 
Philippines 6.0 — 7.0 6.2 57 6.3 6.2 6.7 6.2 55 5 
Sri Lanka 4.5 — 5.5 1.9 4.5 Sal 8.4 4.7 4.1 0.9 3.0 
Thailand . 8.0 — 8.5 4.2 7.9 8.5 8.6 7.4 6.7 6.1 4.5 
Weighted average 6.1 — 7.2 —_ 4.9 5e7, 5.6 6.5 6.1 5.6 DS 


Source: Economic Survey of Asia and the Far East, 1971 (United Nations publication, Sales No.: E.72, II.F.1), table II-1-2. 
® These projections are contained in two ECAFE documents, Feasible Growth and Trade Gap Projections in the Developing ECAFE 
Region, Development Programming Techniques Series No. 7 (United Nations publication, Sales No.: E.69.IL.F.8), and Sectoral Out- 
put and Employment Projections for the Second Development Decade, Development Programming Techniques Series No. 8 (United 


Nations publication, Sales No.: E.71.II.F.6). 
» Derived from national official publications. 
© Estimates from national official publications. 
4 Year ending 20 March. 


© Year ending 31 March. A suitable adjustment has been made for Pakistan in obtaining the regional weighted average for 1971 and 


1972. 
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In 1971, reasonably satisfactory growth rates are 
indicated for most countries in the table. The major 
concern is that India, Sri Lanka and Pakistan recorded 
growth rates below the United Nations target. Of 
the countries not listed in the table, the war-distressed 
economies of southeast Asia have understandably 
failed to register significant economic growth, and 
‘the land-locked countries of Nepal and Afghanistan 
continue to be plagued by problems peculiar to their 
geographic position. The export-oriented economies 
of Singapore and Hong Kong experienced satisfactory 
growth rates in relation to their previous performances. 
Finally, it appears that most of the newly emerging 
economies of the southwest Pacific are experiencing 
modest if as yet unsatisfactory growth rates in gross 
national products. 


Conclusive movements of real GNP in 1972 are 
not yet available. Some tentative estimates, which are 
subject to the usual reservations, suggest that three 
of the nine major countries listed in table I-2, viz. 
Indonesia, Iran and the Republic of Korea, are likely 
to attain a growth rate of 6 per cent or more. In 
the rest of the countries, the growth rates will either 
be similar or below those achieved in 1971. Drought 
conditions in several countries of the region, declining 
economic activity, declining flow of foreign assistance, 
and declining world prices of primary products were 
among the major factors responsible for the unsatis- 
factory growth performance in 1972. 


It is interesting to compare the performance of 
the major ECAFE developing economies in 1970 and 
1971 not only with the target set for the Second 
Development Decade but with a series of projected 
rates of growth for these countries in the time period 
1970/1980. These projections are listed in table 1-2. 
Obviously, at the time of their preparation, no 
allowance could be made for the social and political 
disturbances which have affected growth perfomances 
in a number of countries. Moreover, they assume a 
flow of foreign assistance to the area based on the 
one per cent formula which so far has not materialized. 
Nevertheless, if allowance is made for these special 
factors, the growth performance of the developing 
economies in the first two years of the projected 
‘period conforms reasonably well to the projections. 
Of the economies concerned, the Republic of Korea 
and Iran achieved rates of development in 1971 and 
1972 in excess of or nearly equal to the projections, 
the Philippines was slightly below the projection, 
while most of the other countries attained rates of 
_ growth which were somewhat below the projected rate. 
A particularly low rate was achieved in Pakistan, and 
to some extent Thailand, whose performance fell short 
of the projected amount, partly because of the 
deterioration in rice marketing conditions in 1971. 
The projected growth rates yield a regional weighted 


average rate of growth per annum of 6.1 to 7.2 per 
cent, and thus the over-all performance of the region 
in 1970 and 1971, especially when allowance is made 
for the unusual events is not entirely unsatisfactory. 


Table I-3 assesses some of the major ECAFE 
developing countries’ performances in terms of real 
increases in income per capita. 


Table I-3. DrvELopinc ECAFE countries: ANNUAL 
GROWTH RATES OF REAL GROSS NATIONAL PRODUCT,® 
POPULATION? AND GROSS NATIONAL PRODUCT 
per capita, 1950-1971 


Annual increase (Yo) 


1950- 1960- 
1960 1968 1969 1970 1971 


India 
GNP2 Se aes 3:5 
Population . . 129 
GNP per capita . 1.6 


NnNU 
Hw 


Indonesia 
GNP* ete Te 3.3 2.6 
Population . . 212 2.4 
GNP per capita . 1.2 0.2 
Iran 
GNR eater. ae — 8.0 
Population . . a 2.9 
GNP per capita . —_— 4.9 


Korea, Republic of 
GNP ech eae Se 8.4 
Populstion . . 2.6° Di 
GNP per capita . 2S 5.6 


Malaysia, West 
GNP* 
Population 
GNP per capita . 


Pakistan 
GNP Ati sgala. 25 5.6 
Population . . Ale} | Dal 
GNP per capita . 0.4 3:4 
Philippines 
GNESI Aen 4.0 4.4 
Population’ ~~: 2h 25 
GNP per capita . 1.9 1.9 
Sri Lanka 
GNP* aes fe 3.0 4.7 
Ponulation . . 25 2.49 2.4 
GNP per capita. 0.5 2.3 
Thailand 
GNP Sr por ier eOauem ue 
Population . . 3.82 3 
GNP per capita . Piohe cite 


Nr oo 
AWN 


Gt 
3 
pil 


WW Or 
RaW 


6. 
3 
2: 


COW rR 


Source: Economic Survey of Asia and the Far East 1971, op. cit., 
table II-1-3, and tables at end of this review. 

8 National Income figures for 1969, 1970 and 1971 refer 
to gross national product, and the rate of increase in 
each country’s population is assumed to be the same 
for each of the above three years. 

P NDP at factor cost. 

© At market prices. 

41951-1960. 

© 1953-1960. 

£1955-1960.: 

= 1960-1966. 

® At factor cost. 
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(6) Unemployment 


The employment situation in the developing 
ECAFE countries as a group presents a continuing 
problem despite the region’s fair degree of success 
during the First Development Decade in attaining 
aggregate economic growth targets and despite a 
variety of programmes and projects devised to increase 
employment rates and improve working conditions. 


The problem has many aspects. One is the 
persistence of high population growth rates,* followed 
in recent years by high rates of entrants into the 
labour force, thus jeopardizing national efforts to 
drain the unemployment reservoir. Another aspect 
is the allegedly increasing labour force participation 
of women as a result of changes in the traditional 
social attitudes both in the home and in the labour 
market.* Thirdly, there is the special problem of the 
quantitatively significant and socially and politically 
“important group of educated unemployed, whose 
numbers are increasing in many developing ECAFE 
countries as a result of inadequate manpower planning 
at the higher education and training levels. 


Urbanization is believed to exacerbate the em- 
ployment problem. The large urban immigration has 
cencentrated job-seekers around the industrial sector, 
a sector which, in recent ECAFE experience, has been 
characterized by sharp rates of decline in the labour/ 
‘output ratio combined with shortages of types of 
labour skills which do not match the capabilities of 
recent immigrants from rural areas. Moreover, in 
some countries of the region, rural out-migration has 
been accelerating in the last few years as a result 
of agricultural mechanization and consolidation of 
landholdings, and the implementation of various 
policy measures (such as urban food and housing 
subsidies and the provision of superior urban educa- 
tional, health, and recreational facilities) providing 
incentives for urbanization. Urban employment in 
many countries suffers less from seasonal fluctuations 
than agricultural employment does, so that a shift 
from rural to urban employment tends by itself to 
reduce seasonal unemployment. 


Although inadequate to overcome these problems, 
several factors have in recent years tended to mitigate 
the over-all employment problem. Of major signi- 
ficance in combating rural underemployment has been 
the “green revolution” and related developments in 
the agricultural sector, which have promoted double- 
and in some cases triple-cropping where the agrarian 
labour force had previously a substantial seasonal 


3 See chapter XI. : 
4 Indian data, in fact, do not support the hypothesis of increasing 
female participation. 


1 
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underemployment. The consequent reduction in un-: 
deremployment and rise in real income levels may | 
also have had a beneficial effect in reducing the: 
rate of emigration from rural areas. d 


Another countervailing trend is the extension of 
formal education to increasing portions of the region’s — 
school-age population and the increase in the average | 
number of years of formal schooling per capita. | 
Child-labour is by itself a serious social problem; | 
increased school attendance tends to diminish child- 
labour and thus increase the employment opportunities 
for adults. | 


A naar 


Everything considered, the consensus seem to be- 
that unemployment and underemployment are every 
where a serious problem in the region’s developing 
countries, although there are relatively few reliable 
data on the contemporary unemployment situation | 
with respect to either levels or trends of unemploy-- 
ment. Apart from loose estimates® and guesses which 
may express assumptions or opinions but have no- 
value as evidence, two types of unemployment statistics _ 
are available: labour force surveys and labour ex- 
change registrations.® 


Labour force surveys have been made in a | 
number of developing countries in the region, but | 
only in a few countries are they made on a regular | 
basis and methodology and definitions vary from | 
country to country. Thus, the existing surveys have | 
been made at differing points of time and may be | 
strongly influenced by short-term factors. Sampling | 
methods may not always be adequate and conceptual | 
problems take on much more serious proportions than 
in developed countries. Both labour supply and 
employment are difficult to quantify in an analytical. 
way, and various approaches may lead to widely 
differing unemployment figures. Dominated by small- 
scale enterprises, there are great ambiguities involved | 
in separating activities in the household and in the | 
enterprise; unpaid family labour is quantitatively | 
important and particularly difficult to handle defini- | 

| 


tionally. Part-time labour is another big problem. 
Some countries (e.g. the Republic of Korea) seem to | 
record all seasonally idle rural labour as not belonging | 
to the labour force. And there are many other 
definitional pitfalls:’ definitions often change from 
one survey to another for the individual countries so 


5 For a general criticism of the conventional methods of estimating 
the effects of development on unemployment and in particular of the 
estimates in the first, second and third plan in India, see Report of the 
Committee of Experts on Unemployment Estimates, Planning Com- 
mission, Government of India, 1970, chap. I and II. 

® Population censuses usually contain information on unemploy- 
ment but are a too unreliable and infrequent source to be of much 
value. 

7 Discussed in great detail in Report of the Committee of Experts on 
Unemployment Estimates, op. cit. and Tilak, V.R.K., Unemployment. 
in Asian Countries and Problems of Measurement (draft), July 1972. 
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that comparisons over time meet serious obstacles. 
The narrower the definitions of open unemployment 
are, the lower will the measured, open unemployment 
and the higher will the non-measured “underemploy- 
ment” tend to be. Treatment of child-labour tends 
to affect the measures of unemployment rates e.g. 
_while the Republic of Korea, India, Sri Lanka and 
Malaysia apply age limits of 14-15 years in their 
surveys, the other countries work with limits of 10-1] 
years. 


Many of the region’s developing countries have 
extended their labour exchange services rapidly during 
recent years and present figures for “registered 
applicants for work” or “registered unemployed”. 
They relate usually to the number of persons on the 
live registers at the end of each month. The figures 
on applicants for work often include persons who are 
already in employment but seeking a change in job. 
The scope of the figures is determined partly by the 
manner in which the system of employment offices is 
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organized and partly by the extent to which workers 
are accustomed to register and the inducements for 
them to do so.® 


It will be understood that labour force data and 
employment office registrations are not comparable 
without adjustments, and that neither type of data is 
directly comparable as between countries; for several 
countries, however, limited comparisons over time are 
possible. For some countries, available information 
is outdated and hardly relevant for indicating the 
present situation. 


Table I-4 summarizes the existing labour force 
surveys. From what was said above it will be under- 
stood that the problems of definitions and compara- 
bility are less pronounced for urban than for rural 
unemployment. A breakdown on rural and urban 
unemployment is given. 


SILO, Bulletin of Labour Statistics. 


Table I-4. ToTaL LABOUR FORCE AND UNEMPLOYMENT 


Total R - 1 os, 
Country Period Paty fo Sheed A Lali si wie ee 
(thousands) Gina Total Rural Urban 
Indiay 0) sae: 5 ka eo nly 960—June 1961" he dee Tee 3.9 2.4 
June 1964-June 1965? eS: aes ee mee 2.0 
July 1964—-June 1965” 4.4 35 
July 1966—-June 1967” 2.7 1.6 
Indonesia . Nov. 1964—Feb. 1965 36,543 845 2.3 2.0 Bit 
Sept.—Oct. 1967° 23,734 195 0.8 0.6 25 
lranopye Mice Re os eee eee 1964 6,382 388 6.0 4.6 9.6 
1970 ae aoe 5.0 He 5.5 
Korea, Republic of . . . . 1963 8,653 706 8.1 2.99 16.4* 
1970 10,020 446 45 1.64% Tse 
Malaysia #8 (io bean be) ree ee 1962* 2,453 148 6.0 5.0 8.9% 
1967-1968* 2,598 177 6.8 5.4 9.9% 
1967-1968" ae aie 8.9 arse ote 
1971® Tek 
Philippines October 1958 8,976 647 WP 
October 1963 10,233 469 4.6 ae so 
October 1968 11,371 900 7.9 7.4 9.0 
November 1971 13,233 699 53 as wae 
Singaporel® Sera eee ey 1966 577 53 9.1 ae 
1971 cite ee 4.8 on 
Sri Lanka 1968-1969 4,150 476 TS 11.9 15.6 
6.4 
1969-1970 4,081 546 13.3 13.9 17.3 
25 
Thailand . July-September 1969 17,196 39 0.2 0.1 2 
Sources: Tilak, V. R. K., Unemployment in Asian Countries and Problems of Measurement (draft), July 1972; 


for Sri Lanka, India, Iran, the Republic of Korea, Malaysia and the Philippines, national official 
publications and information in the ILO and United Nations. 


* National Sample Survey. > Integrated Household Schedule. 

© Java and Madura. ¢ Farm households. 

© Non-farm households. £ “Active unemployment”. 

® Average of metropolitan and other urban areas. 

" Includes “passive unemployment”. 1 Estates (tea, rubber, coconut and other plantations). 


? Average of Bangkok-Thonburi and other municipal areas. 


20 


In most countries, rural areas appear to have 
lower unemployment than urban areas, but the diffe- 
rence varies greatly from country to country. These 
features are clearly connected with definitional matters 
and survey periods. It would be possible to come 
out with much higher rural than urban unemployment 
rates for many countries if the surveys were made 
in a slack agricultural season and seasonally unutilized 
labour were recorded as unemployed. Without close 
scrutiny of survey periods and definitions, no con- 
clusions can be drawn from the rural unemployment 


figures in table 1-4. 


The surveys in the Republic of Korea throw 
interesting light on the problems involved in mea- 
suring rural unemployment and the possible size of 
such unemployment, with some additional information 
on underemployment. Before discussing urban un- 
employment data, therefore, it is worthwhile looking 
more closely into the Republic of Korea survey data.® 


The Republic of Korea surveys have been con- 
ducted on a quarterly basis since 1962. Thus, they 
offer an opportunity for studying seasonal unemploy- 
ment. The methodology applied, however, has the 


® Economic Planning Board, Government of the Republic of Korea, 
Annual Report on the Economically Active Population, several issues; 
and Turnham, D., The Employment Problem in Less Developed 
Countries (OECD, Paris 1971). 


Table I-5. ReEpuBLic oF Korea: 
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implication that persons seasonally not employed show 
up as not economically active rather than as unem- 
ployed. 


rate of unemployment. 


farm households and non-farm households, respective- 


ly. Seasonal unemployment, disguised by the data, — 


is then defined as the difference between peak season 
labour force and economically active on the survey’s 
definition. Adding the unemployment on the surveys 
definitions, total unemployment is then obtained. It 
is measured as a percentage of peak season labour 
force. In addition, the percentage of persons employ- 
ed less than 18 hours (per week) are shown in the 
table. 


On the other hand, the way of measuring un- 


employment and underemployment that is practised in — 


some countries most probably exaggerates the pro- 


blem. Housewives, students and others taking part 
in agricultural harvest work may not be available 
for employment (not outside the family enterprise at 


least) in other seasons; and persons working less 
than 18 hours may not want more work. For that 
reason, males in farm households are shown separately, 


and table I-5 should be considered as a maximum 


calculation. 


UNEMPLOYMENT, SEASONAL AND NON-SEASONAL, 


AND UNDEREMPLOYMENT, 1970 


Economically active Unemployment Less than 18 hours employed 
Type of 5 Seasonally Total 
h hold Period of surucy On survey At seasonal On survey bersadal 
surveyed " deiniton®, Peak g Mibdehenions SER OEE  —  e e 
(thousands) (thousands) (thousands) (thousands) (thousands) =100X(5)/(2) 
a) (2) @) (4) (5) (6) (7) (8) 

Farm: March 1970 . 4,391 6,379 82 1,988 2,070 32.4 366 Syy/ 
June 1970 > 6,379 6,379 26 _— 26 0.4 332 5.2 
September 1970 6,021 6,379 115: 358 473 7.4 525 8.2 
December 1970 . 3,645 6,379 97 2,734 2,831 44.4 356 5.6 
Average . 5,109 6,379 80 1,270 1,350 212 394 6.2 

Of which: 

Male March 1970 . 2,754 3,382 65 628 693 20.5 160 4.7 
June 1970 3,382 3,382 14 _— 14 0.4 118 3.5 
September 1970 3,328 3,382 67 54 121 3.6 175 5.2 
December 1970 . 2,395 3,382 64 987 1,051 31.1 228 6.7 
Average . 2,965 3,382 52 417 469 13:9 170 5.0 

Non-farm March 1970 . 5,001 5,001 488 —s 488 9.8 63 1.3 
June 1970 4,855 5,001 349 146 495 9.9 91 1.8 
September 1970 4,862 5,001 284 139 423 8.5 72 1.4 
December 1970 . 4,924 5,001 341 77 418 8.4 92 1.8 
Average . 4,911 5,001 366 90 456 9.1 80 1.6 

All March 1970 . 9,392 11,380 570 1,988 2,558 2255 429 3.8 
June 1970 11,234 11,380 375 146 521 4.6 423 3.7 
September 1970 10,883 11,380 399 497 896 7.9 597 Bee 
December 1970 . 8,569 11,380 438 2,811 3,249 28.6 448 3.9 
Average .- 10,020 11,380 446 1,360 1,806 15.9 474 4.2 

Source: Economic Planning Board, Government of the Republic of Korea, Annual Report on the Economically Active Populauon, 


1970, pp. 48-51. 


Note: Male and female, unless otherwise stated. 


In table I-5, therefore, an attempt is made | 
to include seasonal unemployment in the measured | 
It has been assumed that the © 
labour force throughout the year is equal to the ~ 
number of economically active at the peak season for — 


ow 


nes F 


made 
sured 
tthe 
1 the 
n for 
clives 
data 
e880 
ney's 
rveys 


1, It 


abour 


ply. 
n the 


DU 
ed i 

plo: 
“part 
iable 


se at 


less) 


+ that 
ately, 
im 


from 5.2 to 8.2 per cent. 


Chapter IV. Growth, Unemployment and Mass Poverty 


2) 


Although by no means unimportant for non-farm 
households, seasonal unemployment and _ part-time 
employment thus defined dominates the picture com- 
pletely for farm households. Whereas, on the survey’s 
definitions, the unemployment rates for 1970 average 
4.5 per cent for all households, 7.5 per cent for 
non-farm households and 1.6 per cent for farm 
households, we now find unemployment rates of 14.8 
per cent, 9.1 per cent and 21.2 per cent, respectively. 
In addition, we have the part-time employed amounting 
on average to 4.2, 1.6 and 6.2 per cent, respectively. 


Within the year, the fluctuations of unemploy- 
ment, thus measured, are very large for farm 
households. In the peak season, the unemployed rate 
is 0.4 per cent against 44.4 per cent in the slackest 
season. Part-time employment in farm households 
also shows some seasonal variation, albeit less so, 
For non-farm households, 
seasonal variation is a secondary problem, the un- 
employment rate varying between 8.4 and 9.9 per cent 
and the rate of part-time employed between 1.3 and 
ie? per. cent.'° 


It has already been pointed out that the identifica- 
tion of labour supply with peak season participation 
in labour force exaggerates the dimensions of the 
seasonal unemployment in so far as persons employed 
in the peak season may not be available for work 
outside the peak season. This consideration applies 
certainly to females in rural areas, but presumably 
much less to males. However, the separate calcula- 
tion for males in farm households also shows strong 
seasonal fluctuations. The rate of unemployment, 
including seasonal unemployment as defined here, 
fluctuates for the males between 0.4 and 31.1 per 
cent around an average of 13.9 per cent; the average 
on the survey’s definition is 1.8 per cent. But the 
seasonal fluctuations are considerably larger for 
females, from 0.4 to 59.4 per cent around an average 
of 29.4 per cent. A calculation for males and females 
together in farm households, assuming seasonal un- 
employment to exist for males only, show fluctuations 
from 0.4 to 23.4 per cent around an average of 9.0 
per cent. These are perhaps the most meaningful 
figures that can be obtained for farm households from 
the existing survey. 


A comparison between calculations for 1967 (not 
shown here) and 1970, when the unemployment rate 
for all households on the survey’s own definitions fell 
from 6.2 per cent to 4.5 per cent, shows a fall in 
the unemployment rate from 18.6 to 15.9 per cent 
for all households, including seasonal unemployment 
as defined here. The fall in unemployment was 
mainly limited to non-farm households for which it 


10 Hours worked per person show considerable seasonal fluctuation, 
so that the fluctuations of total hours worked are even stronger; see 
Turnham, D., op. cit., p. 62. 


fell from 13.5 to 9.1 per cent, compared with a 
slight fall from 21.9 to 21.2 per cent for farm house- 
holds. Whereas the Republic of Korea’s_ rapid 
development thus served to bring down non-farm 
household unemployment rapidly and substantially, 
it has made little change in farm household un- 
employment which continues to be very high. This 
is, of course, because farm household unemployment, 
as here defined, exclusively consists of seasonal 
unemployment which clearly needs specially designed 
policies for its solution. It is interesting, however, 
that, while the rate of part-time employed in non-farm 
households only fell insignificantly from 1.7 to 1.6 
per cent from 1967 to 1970, farm household part-time 
employed fell from 8.4 to 6.2 per cent. In this way 
also, farm household underemployment seems to have 
been reduced by the general growth process. 


Returning to table I-4, it is seen that, even for 
urban areas where both seasonal fluctuations and 
unpaid family labour take on much smaller proportions 
than in rural areas, the differences between countries 
are very large, from 17 per cent in Sri Lanka to 
1 per cent in Thailand, with the other countries 
scattered in between. It seems unlikely that defini- 
tions and survey methodology alone should account 
for these large differences. Nor do short-term con- 
junctures explain everything. The surprisingly low 
figure for India of 1.6 per cent in 1966/67 pertains 
to a year when the Indian economy experienced a 
slack (related to both the droughts and falling invest- 
ment activities), while the figure of 1.2 per cent for 
Thailand relates to 1969 when the Thai economy was 
booming. Note that India applies an age limit of 
14 years, while the Thai survey works with 11 years 
as the lower limit. 


Eight countries included in table I-4 have repeated 
labour force surveys over time. Changes in defini- 
tions and sampling procedures, however, create diff- 
culties in intertemporal comparisons for individual 
countries. Even substantial changes in the urban 
unemployment rate for a particular country may be 
within the margins of uncertainty of the date. 
Furthermore, underemployment is not included in 
table I-4, but it seems likely that the trends of un- 
employment and underemployment are in the same 
direction (as in the case of the Republic of Korea). 


With these reservations, table I-4 indicates that 
trends of unemployment are not uniform in the 
region’s developing countries. One country, Sri 
Lanka, shows an increase in unemployment from 


1968/69 to 1969/70.11_ Sri Lanka has the highest 


11 Selyaratnam, S. and Fernando, L. S., “Measurement of the em- 


ployed and unemployed in Ceylon”, in Ritter R. G. and Lubell, H., 
Employment and Unemployment Problems of the Near East and South 
Asia (Delhi, 1971), vol. I, p. 149. 
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measured level of urban: unemployment and has 
encountered some problems in its economy during 
recent years. Some countries, Malaysia and the 
Philippines, show unchanged or slightly lower un- 
employment over the last decade, although both of 
these countries have been growing at a rate around 
6 per cent annually. The faster-growing countries: 
Iran, Republic of Korea and Singapore, show without 
exception a substantial decline in measured urban 
unemployment. In all three countries, urban unem- 
ployment seems to have been reduced by about one- 
half during a period of 5 to 6 years. 


At a higher growth rate, unemployment seems to 
have been falling: at lower growth it has been in- 
creasing. This simple pattern is broken, however, by 
the region’s two largest countries (apart from China), 
India and Indonesia. Both of them appear in the 
table with a fall in urban unemployment and were 
low-growth countries during the period of comparison. 
For Indonesia, the available data are not quite com- 
parable, but it is not surprising that there should 
be a fall in urban unemployment from 1964/65 to 
1967. It was in 1964/65 that the disruption of the 
Indonesian economy reached its peak with hyperinfla- 
tion; while in 1967 the inflation was curbed and 
more orderly conditions established albeit still without 
much growth in the economy. It stands to reason 
that unemployment might fall under such conditions. 
India is a more difficult case to explain: the series 
had to be spliced together for 1964/65. Since in 
fact, the fluctuations in the urban participation rates 
back in time were largely reflected in the gainfully 
employed rate and only to a minor degree in the 
unemployed rate, something speaks in favour of this 
explanation. The conclusion would then be that 
urban unemployment in India was approximately 
unchanged from 1960/61 to 1966/67. There is no 
information about unemployment in recent years and 
the situation may, of course, have changed much since 


1966/67. 


Perhaps this tells us something about the growth 
rates needed to bring down unemployment automati- 
cally as a consequence of growth. At an average 
growth rate of about 9 per cent for the 1960s, 
unemployment fell in both the Republic of Korea 
and Iran. At a growth rate of about 6 per cent, it 
remained approximately stagnant in Malaysia and the 
Philippines. 


Employment office data on registered applicants 
are available for India, Malaysia, Pakistan, Singapore 
and Sri Lanka. They are shown in table I-6 for 
1970. Since the employment offices are concentrated 


12 Report of the Committee of Experts on Unemployment Estimates, 
op. cit., table 6, p. 53. There is an interesting parallel to draw here 
with the cyclical behaviour of labour force participation in developed 
countries. 
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in urban areas, the ratio between registered applicants 
and economically active urban population in 1970 has 
been calculated in the hope that it may help to 
disclose the true dimensions of the urban unemploy- 
ment problem. The ratios thus defined do not lend 
themselves to direct inter-country comparison (and 
probably even less than the labour force unemploy- 
ment rates do), but they may be confronted with the 
labour force survey data for the country in question. 


Table J-6. REGISTERED APPLICANTS IN 
EMPLOYMENT EXCHANGES 


Registered Economically active 
count cr ie 
(thousands) (thousands) 

(1) (2) 
India . Seo. 3,726 45,397 
Malaysia, 25 Saute ents 169 1,288 
Pakistanievs: ais 8 ta elites 229 6,248 
Singaporesi, s.r (sues 50 681 
Srimiankay, Vi ee Slee 381 813 


Sources: Col. (1) —ILO, Bulletin of Labour Statistics. 


Col. (2) — Calculated on the basis of estimates of urban 
population (see chapter XI, table 23) and 
participation ratios of ‘total population in 
latest census. 


In Sri Lanka, the rate of urban unemployment 
measured in the labour force surveys is very high, 
17.3 per cent. The ratio of registered applicants to 
economically active urban population is 46.8 per cent. 


This extraordinary figure cannot possibly indicate the © 


The Sri 


actual level of urban open unemployment. 


Lanka data are known to include large numbers of | 


already employed people, and applicants who have 


obtained a job do not seem to be removed from the ~ 
Moreover, rural labour registers in con- — 


registers. 
siderable numbers but, even measured on total econo- 
mically active population, the rate of applicants is 
above 10 per cent. It seems likely that urban un- 
employment in Sri Lanka is, indeed, very high. 


For India, a similar situation exists in so far 
as registered applicants jpoint to a much higher level 
of urban unemployment than the labour force survey. 
It is common in Indian cities for employed persons 
and students to register in the hope of getting govern- 
ment employment; and a considerable number of 
rural unemployed may also register. On the other 
hand, it is also known that not all urban unemployed 
register. The question of the level of urban un- 
employment in India is thus open to some doubt, 
although neither set of data points to very high levels 
of unemployment.!* 


13 Report of the Committee of Experts on Unemployment Estimates, 
op. cit., pp. 12-13. 


Ch 


Chapter IV. Growth, Unemployment and Mass Poverty 


For Malaysia, the two sets of data agree upon 
a level of urban unemployment of 12 to 13 per cent, 
if the so-called “passive unemployment” is included 
in the labour force unemployment rate.' 


Registration data over time are available for some 


countries, but generally they do not measure the 


development of urban unemployment, because the 
labour exchange services have been rapidly extended 
everywhere, which by itself tends to create an increase 
in registered unemployment (applicants). However, 
when the number of registered applicants declines, 
this may be taken as an indication that urban un- 
employment has declined a fortiori. The only country 
with registration data where this has happened is 
Singapore, a high-growth city state. Here, a very 
substantial improvement in the situation seems to 
have taken place between 1967 and 1971, when 
registered applicants fell to less than half. 


All the labour force surveys indicate that unem- 
ployment tends to hit inexperienced young persons 
hardest. The unemployment problem tends to be a 
youth problem in the urban areas. Entry to the 
labour market seems to take a relatively long time 
and meet obstacles that seem difficult to overcome. 
This feature of unemployment tends, at the same time, 
to alleviate the problem in so far as the unemployed 
are supported by their families, but to aggravate it 
by generating tensions and social unrest which are 
more likely to appear among the youth. In some 
countries, youth unemployment includes substantial 
numbers of unemployed graduates, and their number 
is increasing as a result of the present educational 
system. It also seems that, to some extent, youth 
unemployment is a matter of aspirations and attitudes 
to work. 


Generally, females seem to suffer from more 
unemployment than males, but because in developing 
countries they mostly participate as unpaid family 
labour, measurements are particularly difficult and 
unreliable for this category of labour. 


Underemployment is a phenomenon about which 
even less reliable information exists. Some labour 
force surveys collect information about underemploy- 
ment, but the data are not easily comparable. A few 
such data have been mentioned above, and the problem 
is discussed in the relevant sections on agriculture 


‘and industry. 


The above findings suggest that the unemployment 
situation in the region is highly complex. Concerning 


14 “passive unemployed” are unemployed who are not actively 
looking for a job. The figures given for Malaysia generally include 
only “active unemployed”. For all households, the difference amount- 
ed to 2.1 per cent of the labour force in 1967/68. 
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the level of unemployment, the existing data do not 
point out any particular level as being “typical” for 
the region. 


For rural unemployment, conceptual and measure- 
ment problems render it difficult to speak about a 
level, expressed by a single number, even for the 
individual countries. Seasonalities and unpaid family 
labour add important dimensions to the problem of 
unemployment in rural areas. There is no doubt, 
however, that, if seasonal unemployment and under- 
employment are recorded properly, many countries 
do, indeed, have a serious rural unemployment pro- 
blem. It calls for special policy measures and 
generally it cannot be solved either by aggregate 
demand management measures or by an increase in 
the general growth rate. 


For urban unemployment, seasonalities, part-time 
work and unpaid family labour, albeit by no means 
unimportant, do not generally dominate the picture. 
It is more meaningful to speak about a level of 
unemployment in terms of a single number, although 
definitional problems continue to be an obstacle to 
comparisons. Considering all problems of compara- 
bility, it would seem that the level of urban unem- 
ployment differs considerably between the developing 
countries of the region.> In some countries, such 
as Sri Lanka, it seems to be substantial, in other 
countries, such as Thailand, it seems to be a minor 
problem. 


In appraising unemployment levels in developing 
countries, it should be recalled that the lack of social 
security arrangements tends to make any given rate 
of unemployment a more serious social matter than in 
developed countries. Moreover, it should be empha- 
sized that, even at relatively low unemployment rates, 
the absolute number of unemployed may be large, 
and if unemployment is unevenly distributed over the 
labour force, special areas or groups may suffer badly, 
and special employment measures directed towards the 
needs of these areas or groups are then needed. It 
would seem that this kind of situation prevails in 
India, for instance. The problem is well known in 
developed countries; thus, it is generally recognized 
that, even at “full employment” defined as 4 per cent 
unemployment, the United States needs massive 
specialized manpower programmes to cope with serious 
partial unemployment problems in depressed areas 
and among disadvantaged groups. 


Concerning the trends of unemployment, five 
countries report a decreasing rate of urban unemploy- 
ment in the 1960s, with roughly stagnating rates in 


15 A similar view on the level of unemployment is expressed in 
Employment and Unemployment and Problems of the Near East and 
South Asia, op. cit., p. 23. 
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the remaining two countries. The fact that growth 
generally accelerated at the end of the decade makes 
it unlikely that there has been any deterioration in 
the unemployment/employment situation. It should 
cause no surprise that high-growth countries, such as 
Iran, the Republic of Korea and Singapore, show 
falling rates of unemployment, in particular for urban 
areas. It is somewhat surprising, however, that India, 
a low-growth country, does not show any increase in 
unemployment, whereas Malaysia and the Philippines, 
at a growth rate of about 6 per cent, experienced 
a more or less constant level of unemployment. 


The problem of unemployment has a bearing 
upon so many aspects of the process of development 
that detailed information of its magnitude and 
dimensions is indispensable for rational economic 
policy-making. Nonetheless, available data are scanty 
and uncertain. This is partly a consequence of the 
complexity of the problem. Even some highly de- 
veloped countries are seriously lacking in this regard. 
Despite all difficulties, it is urgent that all developing 
countries of the region expand and improve their 
labour force and unemployment statistics. Labour 
force surveys seem to be the most comprehensive, 
flexible and reliable method. The Indian expert 
committee, already quoted, has outlined valuable sug- 
gestions for improvements that may apply to other 
countries.1® (Co-operation between countries to obtain 
comparable data is important; without comparability 
of data it is difficult for individual countries to learn 
from other countries’ experience in the struggle 
against unemployment. 


In brief, highly scanty and unreliable data and 
unclear conceptual problems render it extremely 
difficult to evaluate the level and trends of unemploy- 
ment, and underemployment, particularly in low-growth 
countries. However, unemployment and underemploy- 
ment are a serious problem in these developing 
ECAFE countries, and the situation is most likely to 
be aggravated as a result of the acceleration in the 
rate of growth of population which began to occur 
around the mid-1950s and the consequent rapid 
expansion in the labour force in the 1970s. A new 
dimension will be added to the employment situation 
by the rapid growth of the educated component of 
the work force, and it is likely that the incidence 
of unemployment will be highest in that component. 
The prospect of acceleration in the size of the 
work force, together with the growing proportion of 
educated youth in the 1970s and later, makes it a 
matter of urgency throughout the region to take 
adequate and timely measures for finding employment 


16 Report of the Committee of Experts on Unemployment Estimates, 
op. cit., chap. IV. 
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opportunities and to introduce necessary changes in 
the educational system. 


(c) Real wages, income distribution and mass poverty 


In general, working conditions have not shown 
much sign of improving in recent years in most 
developing ECAFE countries. This is partly a co- 
rollary of the unemployment problem, because, so long 
as a sizable number of unemployed exist, the incentive 
for employers to improve working conditions is 
limited. In addition, the persistence of inferior 
working conditions is closely related to the continuing 
dominance of agricultural employment in the great 
majority of ECAFE countries. The relatively low 
rates of productivity, high rates of underemployment, 


inferior working conditions and low income levels, © 
which are typical of the agricultural sector, tend to © 


depress the quality of working conditions in other 
sectors. 


Table I-7 sets out data on money and real wages 
in manufacturing industry in some of the region’s 


developing countries. The only developing ECAFE ~ 


country in which a strong and persistent increase in 
manufacturing real wages has taken place during the 
1960s is the Republic of Korea where, from 1966 to 


1969, real wages increased by more than 50 per cent. ~ 


Sri Lanka experienced a slight increase in real wages, 


but all the other countries showed falling real wages — 


over the seven years. But, whereas in the Philip- 
pines, Singapore and Thailand the situation improved 
and real wages rose between 1966 and 1969, in 


India, Pakistan and Sri Lanka the situation worsened. — 


These developments may indicate a strong pressure 
of labour supply on wages. In Singapore and Thai- 
land, even money wages fell from 1963 to 1966. 


Table I-7. SELECTED DEVELOPING ECAFE 
COUNTRIES: INCREASE IN MONEY AND REAL 
WAGES IN MANUFACTURING INDUSTRY, 
1963-1966 anp 1966-1969 


(percentage for three-year period) 


Increase 1963-1966 Increase 1966-1969 


(per cent) (per cent) 
Country Pay period 

Money Real Money Real 

wages wages wages wages 
India monthly Mie? —7.4 21n4 —4.9 
Korea, Rep. of ,, 70.4 4.1 108.0 50.7 
Pakistan _ 205 3.0 1.4% —5.3* 
Philippines 5 15.5 —13.5 1 0.7 
Singapore hourly —1.1 —4.8 55 17, 
Sri Lanka daily 9.3 5.9 12.2 —35 
Thailand hourly —6.3 —12.3 20.2 10.8 
Source: ILO, Yearbook, 1971. 


* Increase 1966-1968. 
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As for the industrial working environment, a 
variety of patterns continues to exist in the ECAFE 
region, with many countries containing examples of 
every type. At one extreme, and typically in the 
largest and most capital-intensive undertakings (i.e. 
those requiring the highest levels of labour skills and 
serving markets where product purity, standardization 
and reliability are paramount considerations) there 
are firms observing the latest and modern worker- 
oriented operating conditions, including training pro- 
grammes, adequate safety devices and health guards, 
pleasant work environments, and related amenities. 


A far more common situation, however, is the 
other extreme of working conditions: small-scale 
enterprises which require their workers to put in up 
to 16 or 18-hour days under heavily congested, 
ill-kept, accident-conducive conditions. 


Nevertheless, various ECAFE Governments have 
recently taken preliminary steps in an effort to improve 
industrial working conditions. One approach has 
been through minimum wage legislation. Another 
has been the establishment of provident funds and 
social security schemes. In both cases, however, the 
impact has been minimal except in the most indus- 
trialized countries because coverage has been limited 
to the relatively small urban/industrial wage-earning 
labour force. Implementation is hamstrung by the 
small size of the majority of establishments. 


Subject to limitations of data and methods of 
estimation!’ the broad picture of income inequality 
in the region is summarized in table I-8. The 
inequality index used here is the concentration rates 
which is perhaps the simplest to understand and 
hence most commonly used measure. For various 
reasons this is not a perfectly satisfactory measure, 
and comparisons of these ratios may sometime even 
be misleading. The table includes concentration 
ratios of income distribution for some developed 
countries. While there is little that can be concluded 
from the table, there are wide variations in inequali- 
ties in the region as compared with the developed 
countries. 


17 This is not the place to discuss comprehensively all the problems 
involved in measuring inequality and of comparing measures of in- 
equality between countries. It should, however, be noted that the 
concentration ratios of table I-8 apply only to personal, pre-tax income 
unless otherwise indicated. Thus they disregard retained corporate 
profits and public revenue from property and they disregard the dis- 
tribution of taxes and subsidies and free government services. Also, 
differences in price levels between income brackets are not considered. 
Moreover, data on income distribution tend not to include the tails of 
the distributions, the lowest and the highest incomes, and thus tend 
to underestimate inequality. The income unit (household, tax-payer, 
etc.) may be different. No attention is paid to the efforts involved in 
earning income. Thus, the measured concentration ratios may say 
little about how actual welfare is distributed in the population, and no 
significance should be attached to small differences in the concentra- 
tion ratios. 


Table I-8. CoNCENTRATION RATIOS OF PRE-TAX, 
PERSONAL INCOME 


Country (year) Concentration ratio 


JndiacGl9 61.62) 3) «tke tect i. ervekvoe » ann 0.38 
Indonesia, excluding Djakarta (1964/65)” . 0.39° 

Javea-MaduranqioG7 ne amtermee ee. og 0.29° 
Koréay Republic obs G1966)awennmrctins mine 0.26 
Malaysian (957/580 Saleen aN ee ome an 0.36 
Philippines \(L9G5)iny welt: en Noreen tts atau 0.51 
Snusankal: (L963) omee eee, PiR Sn Bele Seles 0.45 
‘Fhailand’s(L962) "tests ads biouehneceiae eth. = 0.50 
Australia Gl9D4/Oo\= soaet int oar Bes eo eee 0.35 
Wenmark; (1952)rPy se ee ae) te te, oe 0.44 
Japantl963S) tant aes iC Saba oe Cation 0.35 
Netherlands.(1950) 5 yar ce eae base sala 0.45 
Norway (lOSO0\e oe ke ee ete a eee 0.39 
Sweden’ (1948) 2 ewe See? Vir a seta 0.44 
United-Kingdomu(955) AP.) pis neme cbs: ex 0.41 
United:States: (USS Oy ete te ae eee ners 0.37 


Sources: ® Mahfooz Ahmed and Nikhelesh Bhattacharya, “Size 


distribution of per capita personal income in India: 
1955/56, 1960/61 and 1963/64”, Economic and 
Political Weekly, Special Number, 1972. 

© Calculated from Socio-Economic Sample Surveys — 
Consumption. 

° Expenditures. 

4 Estimated from decile share data given in °. 

© Oshima, Harry T., “Income inequality and economic 
growth—The postwar experience of Asian countries”, 
Malayan Economic Review, October 1970. 


It is illuminating to view the over-all. income 
inequality in a country as the result of the inequality 
between sectors, the relative importance of each sector, 
and the inequalities within the sectors. This is one 
way of classifying the sources of inequalities.1® 
Table I-9 gives some idea of the income or expendi- 
ture disparities between urban and rural sectors. 
These figures have to be adjusted for differences in 
the cost of living in the two sectors. Even without 
making such an adjustment, it is clear that the dis- 
parity between the two sectors is closely related to 
the over-all economic inequalities of the countries 
concerned. There is also a tendency for over-all 
inequality to be correlated with the relative size of 
the rural sector. This is one of the two variables 


Table I-9. INCOME DISPARITIES BETWEEN URBAN 
AND RURAL SECTORS 
Av-rage 
Peterniees of urban income 
popu. ation in 
Country Beare C8 percentage 
Co ee 
India (1961/62) Ue ee Soe ee 14 176 
Indonesia, excluding Djakarta (1964/65) 12 Bye 
Java-Madura (1967) . =» = ..). 16 1338 
Philippines (960) 0s ek es te 17 251 
SrisLanka @I963)" % giv "a eee ys. 12 189 
Thailand (1962) Sense]. ava eee 9 304 
Japan (1963) lessen see senetes atte rues 46 106 
MWnited States (1959) ee) oe 68 150 


* Expenditures. 


18 Oshima, Harry Fo op. cit., pp. 7-41. 
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which seems to explain a major part of the differences 
in the dispersion of earnings in those countries of 
the world for which data are available.'® 


The inequalities within the sectors are given in 
table I-10. It may be noted that urban inequality 
is generally greater than rural inequality (with the 
exception of Indonesia in its most inflationary years, 
and excluding Djakarta), but the differences between 
the two sectors in this respect are not related in any 
simple way to over-all inequalities. Thailand has 
about the same degree of inequality in the two sectors, 
so that the main source of inequality seems to be 
the disparity of the level of income between the 
agricultural and the non-agricultural sector. 


Table I-10. CoNCENTRATION RATIO FOR URBAN 
AND RURAL SECTORS 


Country Urban Rural 

India (1961/62) . 0.47 0.34 
Indonesia, excluding Djakarta (1964/65) 0.34 0.35* 
Java-Madura (1967) . . 0.31 0.267 
Philippines. (1965)... 2543 « > 0.53 0.43 
Sr Banks (1952/53) Soe cen os cee 0.52 0.45 
Thailand (1962/63) . . . . . 0.45 0.44 


* Expenditures. 
» Non-agricultural and agricultural sectors respectively. 


Apart from inequality between the urban and 
tural sectors as a whole, there are considerable 
regional differences in many countries which con- 
tribute to over-all inequalities. In India in 1961/62, 
the variation among States in per capita monthly 
expenditures ranged from 79 to 138 per cent in terms 
of the national average. In Indonesia, in the 1964- 
1965 survey, this variation ranged from 70 to 200 
per cent. According to estimates of regional GDP 
in Thailand, it ranged from 52 to 112 per cent in 
1966. Mean family income, expressed as a percent- 
age of the national average, ranged from 52 to 119 
per cent among nine regions of the Philippines, 
excluding the highly-urbanized Manila region, where 
it was 259 per cent. One way to reduce such dis- 
parities is to increase development efforts in the poorer 
regions. Another solution in countries where the 
regional disparities are related to population pressure 
on land, as in Indonesia, is to promote interregional 
migration. 


Another important source of inequality, especially 
in urban areas, is the differences in educational levels 
of income earners. Educational progress has been 
considered a great equalizing force. Kuznets argues 


19 Lydall, Harold, The Structure of Earnings (Oxford, the Claren- 
don Press, 1968). See Adelman, I. and Morris, C. T., “An anatomy 
of income distribution patterns in developing nations — A summary 
of findings” (IBRD Economic Staff Working Paper, No. 116, 1971), 
for a discussion of some social and political factors. 


that a considerable part of the trend towards equality 


in the later phase of economic growth in the developed — 
countries may be attributed to training and education ~ 
However, at the present stage of develop- — 
the earnings © 
differentials between workers of different educational — 
attainments are greater in the developing countries © 
This is basically — 


of labour. 
ment in the developing countries, 


than in the developed countries.*° 
due to the spread between the earnings of the highest- 
educated groups which have a stronger tendency to 
equalize between countries, developed or less-develop- 
ed, and those of the lower groups which tend more 
to be determined by the relative poverty or affluence 
of their respective countries. As education expands, 
the differentials must narrow down, but the process 
is slow. The slowness of the adjustment process has 
a number of effects on inequalities. 
effect is that the private rates of return to more 
education are greater than the social rates of return, 
leading to an excessive expansion at the higher levels 
at the expense of the quality of education, and also 
at the expense of expansion at the lower levels of 
education.?! 
that social returns to education are not well-defined, 
and that they are very different for liberal arts 
education and engineers, physicians etc. Another 
effect is that, at these high salary expectations of 
educated workers, their absorption into the private 
sector is slowed down, leading to greater problems 
of unemployment. Yet another effect is to raise the 
cost of public services which employ educated workers 
to a greater extent, and thus to reduce their equalizing 
effects. Because the public sector is the major em- 
ployer of educated workers in most countries, it has 
to take the intiative in narrowing down the differentials 
of workers at different educational levels. 


Another related matter is the extent of inequality 
in the access to education. It has been shown that 
“societies in which education is more unequally dis- 
tributed will exhibit a wider dispersion of earnings 
than those in which it is more equally distributed.’’? 
These inequalities would of course be reduced as 
educational facilities are expanded. In most coun- 
tries, this depends mainly on the Government’s 
educational policy. In many countries, part of the 
problem is the lag of primary education behind higher 
levels. In the Philippines, where the secondary and 
tertiary levels of education are mostly in the private 
sector, the costs of education to the individual family 
are important. While most families send their child- 


2° Bowles, S., Planning Educational Systems for Economic Growth 


(Harvard, 1969), p. 221. 

21 Blaug, M., Layard, P. R. G., and Woodhall, M., The Causes of 
Graduate Unemployment in India (London, Allen Lane The Penguin 
Press, 1969). 

22 | ydall, Harold, The Structure of Earnings (Oxford, the Claren- 
don Press, 1968), p. 257. 
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ren for post-primary studies, the type and quality of 
the education that they receive depends greatly on 
their economic circumstances. It has been shown 
that “the inability of many families to send their 
children to relatively more costly programmes of study 
has resulted in the observed concentration of graduates 
in education, liberal arts and business in proprietary 
schools.” Philippine data on household expenditures 
also show that richer families spend a higher pro- 
portion on the educational expenses of their children. 
The Indian Education Commission 1964-1966 also 
drew attention to the fact that the costs of education 
lead to unequal access to education in India, even 
though the public sector plays a greater part in 
providing educational facilities in that country. 
Reforms of the educational systems are clearly 
urgently needed, with admission limitations in the 
liberal arts and so forth, and expansion of other more 
useful lines of education. 


It was mentioned above that the concentration 
ratio is an inadequate measure of inequality in an 
income distribution. In particular, a given value of 
the concentration ratio in a country with a low average 
income presents problems different from the same 
concentration ratio in a country with a high average 
income. The extent and nature of poverty when 
poverty is defined in absolute sense, for example, 
would be quite different in two cases. The problem 
of mass poverty has been studied intensively in India. 
In 1962, a high-level Study Group defined the 
“minimum standard of living” in India as a per capita 
consumption level of Rs 240 (in 1960/61 prices) 
a year, at a time when the average for the whole 
population was Rs 280. On this basis, the proportion 
of “poor” people was between 50 and 60 per cent. 
More recently, Dandekar and Rath** defined the 
poverty line in terms of nutritional adequacy, i.e. 
the ability to consume 2,250 calories per capita daily. 
On this basis, they found that 40 per cent of people 
in rural areas and 50 per cent in urban areas were 
poor. There are some problems in defining poverty 
in such terms. There are circumstances in which 
calories can be obtained from cheap foods. For 
example, tapioca is an important source of calories 
for the poor people of Kerala State in India. Similar- 
ly, cassava is the basic source of calories for poor 
people in Indonesia. 


The high proportion of people living below what 
may be considered the poverty line is due to the low 
average level of incomes in the countries as a whole 
and to the unequal distribution of these incomes. 


28 Tan E. A., and Miao, E., The Structure and Performance of 
Philippine Educational Institutions (Institute of Economic Develop- 
ment and Research, School of Economics, University of the Philippines, 
Discussion paper No. 71-12, July 1971). P 

24 Dandekar, V. M. and Rath, N., “Poverty in India”, Economic 
and Political Weekly, January 1971, pp. 25-48 and pp. 106-146. 
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Each part of the explanation indicates its own line 
of attack on the problem. In some countries, the 
extent to which poverty can be reduced by over-all 
economic growth can be worked out. For example, 
the long-term perspective of the Indian fourth five- 
year plan set the target for the increase in net 
domestic product from 1968/69 to 1980/81 at 6 per 
cent per annum, and in total private consumption at 
5.3 per cent per annum, or 86 per cent over the 
whole period, the targets implying an increase in per 
capita consumption by 42 per cent, i.e. from Rs 488 
in 1968/69 to Rs 693 in 1980/81 (in 1967/68 prices). 
Assuming the same pattern of inequality, the per 
capita consumption of the second poorest decile would 
increase from Rs 230 to Rs 320; it would still be 25 
per cent less than the minimum standard of living, 
estimated at Rs 430 (in 1967/68 prices). Another 
way of looking at the matter is that, with output 
growing at the projected rate at a given composition, 
but inequality remaining the same, the proportion of 
poor people would decline only fron. 55 to 35 per 
cent: hence, the need for additional policies to 
influence the patcern of income distribution to deal 
with the problem of widespread poverty. 


There has also been great concern about the 
concentration of economic power which may be related 
to concentration of wealth rather than to income. 
Especially in the poor countries, such concentration 
can lead to a small proportion of people at the top 
having an undue influence on the course of economic 
development. 


There are many problems in comparing patterns 
of income distribution over time. Subject to problems 
in the interpretation of the available data, the in- 
dications may be briefly summarized as follows.?® 
A comparison of the data for 1953 and 1963 from 
Sri Lanka suggests a decline in the share of the top 
groups, but there has also been a decline in the 
shares of the bottom groups. In fact, the share in 
income of all groups below the median appear to 
have declined. In India, the pre-tax income shares 
of the top groups increased between 1954/55 and 
1963/64, but the post-tax shares remained about the 
same. A recent study, based on more sophisticated 
methods, indicates that the distribution of nominal, 
pre-tax income in India became less unequal from 
1956/57 to 1963/64. In real terms the outcome is 
uncertain, however, as prices seem to have increased 
most for the lower-income brackets during _ this 
period.?® However, with the “green revolution” and 


25 See “The distribution of incomes in the ECAFE region”, in the 
Quarterly Economic Bulletin for Asia and the Far East. 

26 Ahmed, M., and Bhattacharya, N., “Size distribution of per 
capita personal income in India: 1955/56, 1960/61 and 1963/64”, 
Economic and Political Weekly, vol. VII, Nos. 31-33, 1972, pp. 1581- 
1588. 
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the tendency for food prices to fall, this trend might 
have been reversed. There is some controversy about 
the position of the lower-income groups in India. 
The President of the World Bank, Mr. MacNamara, 
reporting to UNCTAD III on the results of studies 
in the World Bank, said: “the evidence is that the 
poorest 10 per cent of the nation—50 million people 
—have not only not shared in the progress of the 
decade but may even have grown poorer.” A com- 
prehensive study of the data for rural India concluded 
that there had been some decline in the degree of 
inequality (as measured by the concentration ratio), 
but, because per capita real consumption had also 
declined, being about 16 per cent lower in 1967/68 
compared with 1960/61, the proportion of the poor 
in the rural population had increased appreciably 
during the period.** There is some evidence to show 
that the urban-rural disparity increased from 138 per 
cent in 1957/58 to 144 per cent in 1961/62 and 
had declined slightly by 1967/68. As we have seen, 
this is an important factor influencing over-all income 
inequalities. ECAFE estimates for Pakistan show a 
fall in the concentration ratio between 1963/64 and 
1968/69 from 0.36 to 0.33. In the Philippines, the 
position appears to have worsened between 1956 and 
1965, the share of the top groups having increased 
slightly and that of the lower groups having declined; 
the urban-rural disparity increased from 245 per cent 
to 251 per cent inthe same period. Comparing 
preliminary data of 1970 with published data for 
1962/63 from Thailand, the position appears to have 
improved slightly at both ends of the income scale, 
but the urban-rural disparity appears to have increased 
from 235 per cent to 245 per cent. 


It has been hypothesized that, during the first 
stages of industrialization and development, countries 
will experience increased inequality, assuming that 
explicit policies are not undertaken to influence 
development. The information from the region does 
not corroborate this hypothesis. Generally, income 
inequality does not appear to be higher in the region’s 
developing countries than in developed countries, nor 
does it appear to be increasing. However, progress 
towards greater equality has not been significant and. 
in view of the intolerably low standard of living of 
a large section of the population in the lowest-income 
brackets, redistribution and equalization of income is 
imperative even though the existing inequality may 
not be remarkably high. Serious consideration, 
therefore, has to be given to policies affecting income 
distribution. 


Considering first policies which act directly on 
income distribution, the traditional instrument of 


27 Vaidyanathan, A., Some Aspects of Inequalities in Living Stand- 
ards in Rural India (New Delhi, Perspective Planning Division, Plan- 
ning Commission, 1971), p. 36. 
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income redistribution in mixed economies has been 
redistributive taxation. While this is a powerful and 
fast-acting instrument in the developed countries, its 
applicability in the less developed countries of the 
region is limited by its narrow scope. The bulk of 
government revenues in these countries is based on 
indirect taxation. For example, income tax in India 
in 1966/67 covered only about 1.5 per cent of house- 
holds and about 5.7 per cent of the national income. 
Within this narrow base, the effective degree of 
progression has also been quite moderate and has 
not changed very much in recent years. There has 
also been great concern in many countries about the 
extent of tax evasion as rates for the higher-income 
brackets are raised. As a result, countries of the 
region are engaged in efforts to extend the base of 
direct taxation, to make it more progressive and to 
improve its administration, not only as a means to 
mobilize more resources but also to contribute to 
greater equalization of incomes. However, this is 
bound to be a slow process, and it must be recognized 
that the impact of such efforts on income inequalities 
will be quite limited for a considerable period to 
come. Countries might be more successful if they 
were to be less ambitious in regard to establishing 
a uniform comprehensive income tax and instead tried 
to establish a system of schedular income taxes: land 
tax, urban property tax, business tax, professional tax, 
wage and salary tax, and so forth. Income would 
not be taxed equal in this way, and, apart from 
equity considerations, allocative effects would have to 
be considered. Evasion might be greatly reduced, 
however, and this circumstance might after all make 
schedular taxes both more equitable and less distor- 
tive. There is no doubt that less developed countries 
are much better able to handle schedular income 
taxes based on simple, physical characteristics (cul- 
tivation of land, residence in a house) than compre- 
hensive, uniform income taxes. Here we have yet 
another case where developing countries should not 
imitate developed countries. 


In the developed countries, redistributive taxation 
involves a wide base for the system of direct taxes, 
combined with a widespread system of transfer 
payments to various categories of persons. While a 
system of transfer payments has been established in 


some developing countries of Latin America, this is © 


not the case in the ECAFE region. The closest to 
such a system occurs in the case of rice subsidies 


in Sri Lanka, wheat distribution in Afghanistan and — 
rice distribution in Indonesia; in both of the latter — 


cases, the distribution at special prices or free was 


largely a supplement to the salaries of public servants, — 
and, in Indonesia, the proportion of government-— 


distributed rice to total rice consumption increased 


with the expenditure classes and thus may have served 


to increase inequality. 
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Although transfer payments as such were not 
very widespread, a great deal of progress has been 
achieved in a wider distribution of social services, 
such as health, education and water supplies.*° As 
a result, the distribution of consumer welfare has 
been equalized to an extent not revealed by measure- 
ments based on the distribution of income or consumer 
expenditures. On the other hand, it is in this regard 
that the developing countries, apart from China, are 
mostly lagging behind the “welfare” countries of 
northwestern Europe. 


Just as there have been attempts to define a 
floor to incomes, there has also been consideration 
of fixing a ceiling to incomes. Legislation to that 
effect was recently passed in Sri Lanka. There are 
difficult problems in implementing such laws; in any 
ease, they still need to be supplemented by policies 
dealing with the basic causes of inequalities. 


Having considered the policies which aim to 
influence income distribution directly, we now turn 
to some policies which act indirectly, such as policies 
connected with the distribution of wealth. A highly 
unequal distribution of wealth tends to create a highly 
unequal distribution of incomes. This occurs not 
only because income from property is added to income 
from work in the higher-income brackets, but also 
because ownership of wealth influences the access to 
education and the more lucrative employments. In 
most countries, wealth is more unequally distributed 
than incomes. In the rural areas of India, where 
land accounts for over two-thirds of all assets, a 
1961 estimate showed that the top 5 per cent of 
land-owning households held 36 per cent of the area, 
while the bottom 86 per cent held only 40 per cent. 
It was also found that 25 per cent of rural households 
were agricultural labour households, i.e. households 
depending on agricultural wage employment as their 
principal source of livelihood; 60 per cent of these 
had no land, while the remainder operated small 
pieces of land.2® In Sri Lanka, as stated in the 1971 
Economic Survey of Asia and the Far East, one-third 
of paddy farmers were tenants who did not own the 
land they cultivated. The same Survey also shows 
that, according to the 1963 Census of Agriculture of 
Thailand, the bottom 10 per cent of farms accounted 
for only 1 per cent of the area, while the top 10 
per cent accounted for 34 per cent of the area, with 
a concentration ratio of 0.48 for land holdings and 
0.46 for ownership of land (against a concentration 
ratio for income of 0.45). According to the 1963 
Agricultural Census of Indonesia, which counted only 
farms with an area of over one-tenth of a hectare, 
the largest 5 per cent of farms covered about 31 


28 See chapter VIII. 
2° Dandekar and Rath, op. cit. 


per cent of the area, while the smallest 70 per cent 
of farms covered only 45 per cent of the area, with 
a concentration ratio of 0.52; it has also been 
estimated that 27 per cent of the rural employed 
were “landless” farm labourers.*°° 


There is much less information about wealth 
distribution in urban areas. The main form of such 
wealth is usually residential property. It has been 
estimated that, in India, about half the urban house- 
holds owned the houses they lived in, but the value 
of these houses varied so much that the concentration 
ratio of the value distribution was around 0.68. 
Further, the top 10 per cent were estimated to own 
all rented property, bringing the over-all concentration 
ratio of ownership of such property to 0.79. Next 
to this, the major item is business assets (including 
inventories), owned by about 1.7 million persons, 
with a concentration ratio of around 0.75. Financial 
assets form the bulk of the remaining assets, but 
little is known about their ownership distribution, 
especially as a considerable part of this is in the form 
of currency and deposits.*! In Thailand, some data 
from the census of business, trade or services carried 
out in the Bangkok-Thonburi municipalities and the 
northeast region of Thailand in 1966 indicate a con- 
centration ratio of about 0.75 for the gross receipts 
of business establishments. 


What can be done about the inequalities in 
wealth distribution? Direct redistribution conflicts 
with private property rights which, in most countries 
in the region, are considered sacrosanct so that 
expropriation can only be made against reasonable 
compensation. Once wealth has been accumulated in 
particular forms, the possibilities of redistribution 
may be difficult, because many forms of wealth are 
geared to the technical or managerial competence of 
the owners. A more significant line of policy is to 
put a brake upon further accumulation of private 
wealth. The emphasis has then to be on public 
investment and public saving, the former line until 
recently being followed by, for instance, India, the 
latter by some developed countries, such as Sweden. 
The process has been described as the “socialization 
of the flow.”°? However, there is one major excep- 
tion. The total supply of agricultural land is so 
limited in many countries, and large ownerships may 
have been acquired by such means that direct redis- 
tribution is the natural route. Programmes of land 
reform are therefore being carried out, or are under 


3° Brandt, W., ‘The manpower situation in Indonesia”, Bulletin of 
Indonesian Economic Studies, No. 11, 1968, p. 52. 

31 Krishnan, T. N., “A note on taxation of property and net wealth 
in India”, Economic and Political Weekly, January 1972. 

32 Tsuru, S., Has Capitalism Changed? (Tokyo, Iwanami, 1961), 
editor’s introduction. 
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consideration, in many of these countries,** but the 
effect upon wealth distribution hinges, of course, upon 
the compensation given to old owners. Usually land 
reforms imply some degree of confiscation. One 
other possibility is the sharing of business assets with 
workers; this would not only be an equalizing measure 
but would also give workers a greater stake in the 
enterprises in which they are employed. 


As the possibilities of redistribution of wealth, 
with the exception of agricultural land, are somewhat 
limited, more emphasis may be given to the ways of 
regulating the effect of unequal wealth distribution 
on the income distribution. For this purpose, income 
from wealth can be taxed more heavily than income 
from work, and also more progressively. Such con- 
siderations, in effect, speak in favour of schedular 
income taxes. 


The general conclusion that may be drawn from 
the above facts on income distribution is that planning 
for equalization must deal with the root causes of 
inequality and that the sources of inequality and the 
possibilities of reducing them are of a widely differing 
nature. These have to be identified more clearly to 
estimate the equalizing power of various specific 
policies. Once this is done, it will be possible to 
orchestrate them in various combinations, so that 
what is gained in equalization is not lost in 
development. 


(d) Attack on mass poverty and unemployment** 


As noted above, mass poverty and unemployment 
are dominating social problems in many developing 
countries of the region. Even some countries with 
high rates of economic growth are troubled by these 
problems. In many developing countries, moreover, 
large segments of the population are extremely poor 
while a very small segment enjoys great affluence. 


These problems are basically a reflection of the 
underdevelopment of these countries and their struc- 
tural imbalances. Any programme seeking to ensure 
a minimum level of living for all sections of the 
population will require redistribution of income and 
consumption as well as change in the composition of 
national product in addition to accelerated growth 
of output. 


The statistical information about income, employ- 
ment, underemployment and unemployment is very 
inadequate. However, the existence of a body of 
detailed statistics should not be considered as a 


38 See chapter XII. 

34 Based on Committee for Development Planning, “Report of the 
eighth session (10-20 April 1971)”, Economic and Social Council 
Official Record, fifty-third session, supplement No. 7. 
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precondition for action when action is designed to 
remedy obviously urgent situations. 


In paragraph (1) of the International De- 
velopment Strategy for the Second United Nations 
Development Decade, it is implied that the poor are 
those who do not enjoy the “minimum standard of 
living consistent with human dignity”. Poverty is a 
relative matter, however, and the acceptable minimum 
living standards tend to rise as an economy makes 
progress. It is difficult to define international poverty 
norms, except perhaps in relation to fields as nutrition 
and health. It is natural for each country to fix 
(and revise) its own poverty line from time to time. 
It is also important that, within the category of poor 
families, countries identify a sub-category of “ex- 
tremely poor” defined in terms of some nutritional 
norms. 


Once the dimensions of poverty are quantified, 
however roughly, it should be possible to determine 
how far the problem can be tackled during a defined 
period by general measures for accelerating economic 
growth, and how far such measures need to be supple- 
mented by specific measures to increase the income 
and consumption of those below the poverty line. 
Employment programmes should be regarded as a 
means for both accelerating economic growth and 
redistributing income and consumption. 


Programmes aimed at reducing mass poverty and 
unemployment should be conceived as essential com- 
ponents of the over-all process of economic and social 
plans and should not be grafted on already existing 
plans as an afterthought. This may call for sub- 
stantial modification to present approaches to planning. 
Policies designed to alleviate poverty and unemploy- 
ment encompass questions about development priori- 
ties, taxation policies, wages, salaries, profit rates and 
other income shares. Depending upon the political 
situation and prevailing social environments, the 
countries should endeavour to establish appropriate 
institutional arrangements for the formulation of 
appropriate policy measures in a balanced manner. 
A significant problem to be encountered relates to 
the availability of resources. While part of the 
required resources may be created through the re- 
allocation of resources, almost all the developing 
countries will need to find additional financial re- 
sources to orient their development plans towards an 
attack on mass poverty. A possible source is to 
impose schedular taxes on income and capital gains 
as well as accumulation of social security funds. 
Expanded efforts to counter mass poverty, however, 
require additional external resources. Aid-givers can 
contribute, especially with flexible, general-purpose 
assistance or local cost financing. Food aid still has 
potential for contributing to labour-intensive public 
works. 
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Chapter V 
INVESTMENT, DOMESTIC SAVINGS AND DEVELOPMENT ASSISTANCE 


The primary responsibility for the development 


of developing countries rests on themselves, yet it is 


recognized in the International Development Strategy 
that their own efforts will not be sufficient to enable 
them to achieve the desired development goals unless 
they are assisted through increased financial resources 
and more favourable economic and commercial policies 
on the part of developed countries. 


For attaining the over-all growth target of at 
least 6 per cent per annum, the strategy emphasized 
the necessity for the ratio of gross domestic savings 
to the gross product to increase annually by 0.5 per 
cent so that their ratio rises to around 20 per cent 
by 1980. This implies a marginal propensity to save 
of about 0.26. In addition, developing countries will 
continue to adopt vigorous measures for a fuller 
mobilization of their domestic financial resources and 
to ensure their most effective use. For this purpose, 
the developing countries will pursue sound fiscal and 
monetary policies and remove institutional obstacles 
with a view to releasing maximum resources for 
investment. Every effort will be made to mobilize 
private savings and to improve the performance of 
public enterprises, 


The strategy stated that, by 1972, each developed 
country should endeavour to provide developing coun- 
tries annually with financial resource transfers of a 
minimum net amount of 1 per cent of its gross 
national product at market prices in terms of actual 
disbursements. Each developed country would exert 
its best efforts to reach a minimum net amount of 
0.7 per cent of its gross national product at market 
prices in the form of official development assistance 
by the middle of the Decade. Developed countries, 
members of the Development Assistance Committee 
of OECD, accounting for over 95 per cent of the 
resources transferred to developing countries from all 
sources in an average year, would exert their best 
efforts to reach as soon as possible, and in any case 
before 31 December 1971, the norms set out in the 
Supplement to the 1965 Recommendation on Financial 
Terms and Conditions of the Development Assistance 
Committee, adopted on 12 February 1969, designed 
to soften and harmonize terms and conditions of 
assistance to developing countries. In the light of 
the relevant decision of the United Nations Conference 
on Trade and Development at its second session, 
financial assistance would, in principle, be untied. 


Financial and technical assistance should be aimed 
exclusively at promoting the economic and social 
progress of developing countries. To the greatest 
extent possible, increased flow of aid would be 
provided on a long-term and continuing basis and 
arrangement for forestalling debt crises would be 
improved by providing assistance on appropriate 
terms and conditions and arrangement made, as might 
be required, for rescheduling and refinancing existing 
debts on appropriate terms and conditions. 


Developing countries would adopt appropriate 
measures for inviting, stimulating and making effective 
use 8f foreign private capital in appropriate areas 
consistent with the development objectives and priori- 
ties established in their national plans; and developed 
countries, on their part, would consider adopting 
further measures to encourage the flow of private 
capital to developing countries. Foreign private in- 
vestors in developing countries should endeavour to 
provide for an increase in the local share in manage- 
ment and administration, employment and training 
of local labour, participation of local capital and 
reinvestment of profits. 


To the extent that data permit, an attempt is 
made in this chapter to review the recent developments 
in investment, domestic savings and development 
assistance in the light of the guidelines indicated in 
the International Development Strategy. 


The share of investment in national expenditure 
is a major determinant of growth in the domestic 
product. According to the projection made by 
ECAFE, fixed capital formation in real terms has 
to increase at an average annual rate of 8 to 9 per 
cent per annum if the target of 6 per cent set for 
the Second United Nations Development Decade is 
to be achieved. A substantial increase in domestic 
and foreign resources over the base year is essential 
if the required rise in investment is to be achieved. 
Higher efficiency in investment is also required 
through careful formulation and implementation of 
plans and projects. 


(a) An overview of investment and savings trends 


During the first half of the First Development 
Decade, the share of both investment and domestic 
saving in GNP increased in most developing countries 
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of the region. For the second half of the First 
Development Decade. performances were more mixed 
and generally not fully satisfactory. If the accelera- 
tion of the growth rates which characterized the First 
Development Decade is to continue in the Second 
Development Decade, substantially better performances 
in these fields are required, at least in some countries 
of the region. 


Table I-11 shows weighted averages for both the 
share of investments and the share of domestic savings 
in 1965 and 1970 for eight developing ECAFE 


countries. 


Table I-11. Gross INVESTMENTS AND DOMESTIC 
savincs. 1965 AND 1970 (WEIGHTED AVERAGE 
FOR EIGHT® DEVELOPING COUNTRIES) 


(percentage of GNP at current market prices) 


1965 1970 
Gross: davestments | =)! .al-e) 2 17.8 472 
Gross domestic savings?» . . . te 15.8 14.7 
Foreign ‘dehat? <P), 2 el eo t 2.0 25 


Note: * India, Iran, the Republic of Korea, Malaysia, Pakistan, 


the Philippines, Sri Lanka and Thailand. 
© Calculated as the difference between gross investment 
and the current balance of payments deficit. 


For the eight countries taken together, the 
development of both gross investments and gross 
domestic savings during the second half of the 1960s 
is disappointing. The average share of gross invest- 
ment in GNP fell from 17.8 in 1965 to 17.2 per cent 
of GNP in 1970, while the average share of gross 
domestic savings fell from 15.8 to 14.7 per cent. 
Meanwhile, the balance of payments deficit (foreign 
savings) increased from 2.0 to 2.5 per cent of GNP. 
It should be noted, however, that, if Indonesia were 
included in the sample of developing countries, the 
share of gross investment for all countries would be 
unchanged from 1965 to 1970 at 16.7 per cent; data 
on domestic savings are not available for Indonesia. 
No data are available for 1971 and, of course, 1972, 
but there is so far nothing to indicate any change 
in the trends. 


The weighted feature is influenced by the de- 
velopments in India, where, from 1965 to 1970, the 
share of gross investments fell from 17.8 to 14.2 per 
cent of GNP and that of gross domestic savings from 
16.1 to 13.3 per cent. Excluding India, the average 
share of gross investment rose substantially from 17.7 
to 20.9 per cent, while gross domestic savings in- 
creased from 13.5 to 14.4 per cent. It should be 
added that the level of investment also fell substantially 
in Pakistan but the level of domestic savings remained 
unchanged. In line with these disparate developments 
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in gross investments and savings, India’s foreign 
deficit fell from 1.7 to 1.1 per cent, while that of 
other countries increased from 4.2 to 6.5 per cent, 
and all countries together show, on average, a modest 
increase from 2.0 to 2.5 per cent of GNP. 


The special developments in India and Pakistan 
during the second half of the 1960s were partly 
related to foreign aid which declined substantially 
(see section (d)); hence, the fall in investment and 
the “improvement” in the foreign deficit. It is 
notable, however, that the fall in aid in these two 
countries was not compensated by their domestic 
savings; in India, the share of domestic savings even 
fell, so that the share of investment had to decline. 
For both India and Pakistan, however, the situation 


now seems to be improving in regard to both invest- i 


ment and saving. 


(b) The level and composition of investments 


Statistics of investments patterns for ECAFE 1 
Table I-12 shows | 


countries are not readily available. 
the shares of investments in GNP at current market 
prices for nine developing ECAFE countries in the 
years 1960, 1965, 1969 and 1970. For a few coun- 


tries, these data are also available for 1971. 


Table I-12. Gross INVESTMENT AS PERCENTAGE 
oF GNP 


(at current market prices }) 


Country 1960 1965 1969 1970 1971 


Indiay—. 4 ee, oS 17.8 16.1 14.2 14.2 
Indonesia. . . 7.9 8.4 10.6 13.0 

fran®) ope tele LA 17.1 22.9 22.3 ist 
Korea, Republic of . 10.9 14.9 30.4 28.1 26.1 
Malaysia" ar, Braue as 16.3 14.2 16.3 

Pakistan” aie opie akg 18.3 14.8 1537 

Philippines . . . 13.0 20.2 21.0 20.8 ails 
Sr anka™ oles, lt 125 1977 19.7 173 
Thailand $2 SS 15:7 20.2 26.8 255 23.1 
Sources: India: The Fourth Plan Mid-term Appraisal and Eco- 


nomic Survey/ 1971/72. 

Indonesia: United Nations Statistical Yearbook, 1969; 
the figure for 1970 is from national sources. 

Iran: Central Bank Reporis,1970 and 1971. 

Korea, Republic of: Economic Statistics Yearbook, 
1972. 

Malaysia: Second Malaysia Plan, 1971-1975. 

Pakistan: The Fourth Five-Year Plan 1970-1975 and 
Annual Plan 1970/71. 

Philippines: Four-Year Development Plan, 1971-1974 
and The Statistical Reporter, vol. XV, No. 2, April- 
June 1971. 

Sri Lanka: Central Bank, Annual Report, 1970 and 
1971. 

Thailand: National Income of Thailand, 1968/69 and 
Central Bank, Annual Report. 

* As percentage of gross national product. 
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Generally, the developing countries in the region 
increased their share of investments during the First 
Development Decade, 1960-1970, but there were 
important exceptions. In India and Pakistan, the 
share of investment fell somewhat, and, in the land- 
locked countries, Afghanistan, Nepal, and Laos, as 
well as in the Khmer Republic and the Republic of 
Viet-Nam, there seems to have been stagnation at very 
low levels (few reliable data are available for these 
countries). The fall in the share of investment in 
India and Pakistan that took place during the second 
half of the 1960s was closely related, inter alia, to 
soaring current government expenditure and declining 
flows of foreign aid. At the transition from the First 
to the Second Development Decade, some countries 
show a fall in the investment share; these are the 
Republic of Korea, Pakistan and Sri Lanka. In Sri 
Lanka, the expansion of current transfers from the 
budget was a contributing factor. Monetary policies 
have been relatively tight in a number of countries, 
and the recession in the developed countries has 
reacted on private investment in some others, such 


as the Republic of Korea and Thailand. 


India and Pakistan are now making efforts to 
increase the share of investments. The upswing now 
taking place in the developed countries will probably 
be beneficial to investments in some of the region’s 
developing countries. The special problems for the 
textile exports of the Republic of Korea, Hong Kong 
and Singapore to the United States are bound, how- 
ever, to have an adverse impact on the investments 
in these countries. 


Thus, taking everything into consideration, the 
level and development of investments in the developing 
countries of the region give rise to serious concern. 
Unless a substantial increase in investments can be 
accomplished in the near future, the region’s develop- 
ing countries, in particular those in south Asia, may 


Table 1-13. 


SELECTED ECAFE counrtrRIEs: 


face difficulties in achieving relatively satisfactory 
growth rates. 


Table I-13 brings some available data on the 
composition of investments by investing sectors. 
Obviously, no strong conclusions can be drawn from 
this sample, especially as it is dominated by countries 
that achieved high growth rates during the first 
decade. Thus, in four of the five countries surveyed, 
the aggregate rate of investment rose much faster 
than GDP during the periods under review, but these 
are all high-growth countries, and their experience 
does not apply to the region in general. There are 
some common features, however, that are noteworthy. 
First, there apepars to have been some tendency for 
the sectoral distribution of investment to shift away 
from agriculture, with some countries favouring in- 
dustrial investment growth and other services. Within 
industry, the largest share of investment seems to have 
gone to manufacturing in all five countries, and 
subsectoral growth rates in industry indicate no 
significant general shift away from this pattern. An 
interesting characteristic of the investment structure 
is the continuing predominance of the services sector, 
which accounted for some two-fifths or more of aggre- 
gate investment in all the countries surveyed in both 
the first and the last years of the period under 
review. 


(c) Domestic savings 


An increase in domestic savings will usually be 
beneficial to investments. An increase in domestic 
savings, i.e. a decline in domestic consumption, will 
usually set free some exportables and/or somewhat 
diminish the demand for imports and, if accompanied 
by adequate exchange rate adjustments, it may lead 
to an increase in the capacity for importing machinery 
and equipment to an amount equal to the increase in 
savings. Efforts for increasing domestic savings are 
therefore imperative to development policies. 


SECTORAL STRUCTURE 


AND GROWTH RATES OF GROSS FIXED INVESTMENT 
(in percentages) 


Sectoral structure of investment 
. 


Compound annual growth rates of investment 


ite investment Agriculture 

Korea, Rep. of 1960/61 10.7 12 

1969/70 30.0 6 
Pakistan 1963/64 17.9 17 

1968/69 13.9 15 
Philippines 1960/61 16.4 3 

1964/65 PL 3 
Singapore 1960/61 8.8 ee 

1967/68 15.9 ae 
Thailand , 1960/61 18.3 21 

1964/65 212 16 
Source: United Nations and national sources. 


Note: 
All data are in constant prices. 


Percentages do not all add up to 100 due to rounding. 


Industry Services Total Agriculture Industry Services 
a 24 Dogue 419m O53 Wiggs 
s 25 A ical court Zita, e200 
5 28 12.0 13.0 71 14.9 
Ey A 16.6 a 16.1 17.3 
ie Hh 16.2 8.1 Lpaieersos BT 
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Table I-14 shows domestic gross savings as a 
percentage of GNP at current market prices in a 
number of developing ECAFE countries in 1960, 1965, 
1969 and 1970. Only for a few countries were data 
for 1971 available. 


Generally these countries increased their gross 
savings ratio from 1960 to 1965, with the implication 
that the marginal savings ratios must have been higher 
than the gross savings ratios, in some cases much 
higher. From 1965 to 1970, developments are some- 
what mixed. A few countries, Iran, Sri Lanka and, 
in particular the Republic of Korea and Thailand, 
continued to increase their savings ratio substantially. 
For others, the savings ratio stagnated; this was the 
case in Pakistan, the Philippines and Malaysia, while 
India experienced a substantial fall in its domestic 
savings ratio. In many countries, savings perform- 
ances were unsatisfactory at the end of the First 
Development Decade. 


Table I-14. Gross DOMESTIC SAVING 
(as percentage of GNP at current market prices) 


Country 1960 1965 1969 1970 1971 
India: “2 heen pee elses 16.1 13.4 13.3 1322 
Indonesia : se 55 ote fete 
int «9 2 eee 4S 16.2 17.9 18.1 ate 
Korea, Republic of . 9.9 15.1 22.7 20.5 16.7 
Malaysia® . = . Cae 17.8 20.4 18.1 
Pakistan*5 5 once: ae 11.4 11.2 11.6 
Philippines . . . 13.9 20.7 17.9 20.4 Hrs 
Sri Vanka Ve 2 a0 12.8 12.4 16.1 bye 
Thailand). » 57s. VS 16.3 22.7 21.6 side 
(Ausstralialeass, tee lee ©2329) 25.4 26.6 25.6 25.5 
Japane gered) -0 acco aee 34.0 Sy) 40.5 
New, Zealand ts aon sere Os7, 232 24.1 21.8 


Sources: For the first nine countries see table I-12. 


Australia: Australian National Account and Expendi- 
ture 1953-54 to 1966-67, pp. 22 and 31; Quarterly 
Estimates of National Income and Expenditure, No. 
42 December Quarter 1970, pp. 16 and 32; Idid., 
No. 48 June Quarter 1972, pp. 18 and 33. 


Japan: Bank of Japan, Economic Statistics Annual 
1971. 


New Zealand: New Zealand Official Yearbook 1971, 
1972. 


* As percentage of gross national product. 


{t would seem clear, therefore, that domestic 
savings is a weak spot in most of the developing 
countries of the region. There are two problems 
involved. One of them is to increase the level of 
domestic savings in conjunction with adequate balance 
of payments measures to permit an increase in the 
level of investments. The other problem is to accom- 
plish a better choice of investments and, hence, a 
better utilization of the existing volume of savings 
through improved credit market institutions. In both 


Parner er 


Part One. First Biennial Review 


regards, successful policies lead to an increase in the — 
growth rate. 


The problem of increasing the leve: of total 
domestic savings is mainly a problem of increasing © 
public savings. During the course of a successful 
development process, increased saving will, of course, 
tend to be forthcoming through the increase in the 
corporate business sector with its high propensity to 
save, and through the increase in per capita income 
which tends to increase household savings. However, 
to wait for domestic savings to increase in this way | 
would be to beg the question. Incentives could and | 
should be given to promote savings out of a given | 
disposable income, but it is doubtful whether much | 
can really be achieved in this way. Improved credit © 
institutions may create increased security for savers — 
and, through offering a larger variety of financial | 
investment outlets, may call forth a larger volume | 
of savings; but it would be entirely unrealistic to 
base the savings policy exclusively on such measures. -| 


j 
I 
Considering the general need for redistribution — 
of income in favour of the lower-income brackets, 1 
which, by itself, may generally tend to diminish private | 
saving, developing countries should squarely face the _ 
fact that increased public savings is the only way in 
which a quantitatively significant increase in domestic | 
savings can be effectively accomplished. The problem | 
will be taken up in chapter IX, section (b) where | 
fiscal policy is discussed in some detail. q 


Better allocation of the existing volume of domes- 
tic savings requires improved credit institutions | 
among other things. The principal institutional 
obstacle to a rational allocation of investment funds | 
lies in the underdeveloped state and fragmented nature | 
of credit markets in most developing ECAFE coun- | 
tries. Given the fact that, even among the poor, there _ 
are those who save, and given, furthermore, that the _ 
distribution of income is sharply skewed, signifying | 
substantial savings among the rich, a_ significant 
volume of funds is supplied by the private sector for 
domestic investment purposes (see chapter IX, (b)).2 | 
The problem is to lead this flow of saying to the | 
best investment opportunities. The way to do that 
is undoubtedly to collect the flows of individual | 
private savings, big or small, in the pools of big | 
credit intermediaries from where it can be apportioned 
to investors through the selective machinery of the 
credit markets. This is essentially how things work | 
in the developed countries. To create credit inter- 


1 See “Economic growth and income distribution”, Economic Sur- 
vey of Asia and the Far East, 1971, pp. 83-145; “Tax potential and 
economic growth in the countries of the ECAFE region”, Economic 
Bulletin for Asia and the Far East, vol. XVII, No. 2, September 1966, 
pp. 29-48; and “Aspects of the finance of development”, Economic 
Survey of Asia and the Far East, 1966, pp. 31-35. i 
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mediaries that will work properly is a major organiza- 
tional challenge. The problem is discussed in some 
detail in chapter XII. 


(d) Foreign private capital flows 


The International Development Strategy refers 
to the conflict between the priorities of profit-oriented 
foreign investors and the economic priorities and 
macroeconomic realities of the developing countries. 
However, the unfavourable investment climate pre- 
vailing in a number of countries may be overcome 
to some extent. Thus, the investment boom in 
Singapore during the second half of the 1960s was 
in large measure the result of a carefully planned 
public effort to attract foreign capital, fortuitously 
reinforced by capital flight to Singapore. Similarly, 
the sharp shift in policy by Indonesia in 1966-1967, 
and the stabilization measures which followed it, 
spurred a dramatic upswing in that country’s rate of 
capital formation under the stimulus of domestic 
budgetary and monetary reforms with a substantial 
inflow of foreign capital. 


In spite of many problems, foreign investment 
is widely sought after by developing ECAFE countries, 
simply because it may be a feasible way of acquiring 
not only the machinery and equipment, materials and 
components, but also the “know-how” necessary for 
the growth of various lines of industrial production. 
What is needed to attract foreign investment is a 
favourable investment climate, which means opport- 
unities to enter into profitable industrial lines, 
guarantees that investments will be “safe” and that 
reasonable profits may be repatriated, with provision 
of necessary infrastructure and public services, among 
other elements. In directing the flow of foreign 
investment to preferred forms and preferred industrial 
lines and plant locations, the host Governments may 
attempt to limit the impact of such guidance or 
controls so that the over-all investment climate will 
not be adversely affected; yet they cannot afford to 
ignore the possible adverse economic and social effects 
of uncontrolled foreign investment flows. 


Efforts along these lines vary considerably among 
the developing ECAFE countries, as is evident in the 
diversity of legal frameworks established for this 
purpose. In some countries, special laws have been 
enacted to cover nearly every aspect of investment 
activities; in others, the general legal code is supposed 
to suffice. In some countries, almost complete free- 
dom of investment is granted without distinction 
between domestic and foreign capital; in others, 
restrictions have been imposed by sector, by type of 
enterprise, by form of investment, by source of capital 


and so forth, in a vast. mosaic of regulations? “In 
almost all cases, however, there is an apparent ten- 
dency to exercise some form of supervisory control 
on foreign capital investment. These controls have 
become necessary in order to safeguard economic as 
well as certain legal prerogatives of national interest. 
So far as economic considerations are concerned, the 
primary objective has been to exercise controls to 
ensure that investments are directed to desirable areas 
as envisaged in the national development plans and 
also to ensure that such investments would bring 
maximum benefit to the domestic economy.” 


The existing policy situation with respect to 
investment incentives among the developing ECAFE 
countries can be summarized in terms of the dominant 
forms of legislative control. Though countries can 
be grouped by dominant forms of control, such 
classifications should not be taken to mean that other 
controls are not resorted to as well on a supplementary 
basis; in fact, every country in the region applies 
a variety of regulations having direct and indirect 
effects, intended as well as unintended, on the rate 
and composition of investment. In terms of dominant 
form of legislation, however, India, Pakistan and Sri 
Lanka stand out as relying on “industrial policy 
statements” rather than detailed legal pre-arrange- 
ments, preferring to control investment directly and 
on a case-by-case basis. A number of countries rely 
primarily on “general investment legislation” which 
applies both direct and indirect controls to both 
domestic and foreign investment. Indonesia, Iran 
and the Republic of Korea are among those that rely 
primarily on specific “foreign investment legislation”. 
Finally, Hong Kong, Malaysia and Singapore, among 
others, have emphasized mainly tax legislation in 
controlling investment flows or have not enacted any 
legislation aimed specifically at investment.* 


Legislative foreign-investment inducements have 
tended to be of five functional types: guarantees 


2 The diversity of restrictions can be broken down further. Some 
countries provide special privileges for investment in “pioneer”, 
“key”, or “strategic” industries, thereby providing disincentives for 
other industrial lines; some countries induce foreign investment into 
such industrial lines; some others consider such fields so critical that 
foreign investment in them might be politically dangerous or consider 
them so attractive profit-wise that foreign capital would out-compete 
domestic interests to gain control and create the reverse pattern of in- 
centives and restriction. ; 

Furthermore, restrictions can be of a total (or “prohibitive’’) 
nature or of an incremental (or “‘revenue’”’) nature; in the first case, 
specific regulations as to who may enter into an industry or what type 
of investment scheme may be employed are laid down, whereas, in the 
second case, investment incentives and/or disincentives are set in 
terms of subsidies and/or taxes which enter the cost structure to alter 
profit expectations of firms evaluating investment prospects. 

3 Sakurai, M., ‘Review of laws and practices governing foreign in- 
vestment in developing countries of the [ECAFE] region and mea- 
sures to improve the investment climate in them”, in Industrial Deve- 
lopment: Asia and the Far East, ECAFE, 1971, p. 471. 

4 Ibid., pp. 472-474. 
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against non-business risks; promises to permit re- 
patriation of profits and capital; arrangements regard- 
ing employment of aliens; reductions (or outright 
exemptions) of tariffs on capital goods, intermediate 
goods, and raw materials inputs; and monopoly or 
oligopoly rights through tariff protection on outputs 
and licensing restrictions against competition. Con- 
siderable controversy revolves around the effective- 
ness of such measures in attracting investment, much 
of the debate centring on the question of whether 
particular investments would nevertheless have been 
forthcoming in the absence of such legal incentives 
which frequently result in substantial economic costs 
‘to the host country. There has been little discussion 
of the possibilities of employing such measures as a 
means of dealing with the employment problem. 


Another method more widely resorted to for 
attracting foreign investment while limiting its 
possible adverse effects on the host country’s economy 
has been the joint-venture device. This device reduces 
the host country’s fear that foreign investors with 
greater access to capital and managerial experience 
will monopolize key industrial subsectors and, at the 
same time, provides a risk umbrella over domestic 
investors who might otherwise lack the resources and 
skills necessary to enter into certain industrial lines 
in their own country. A growing number of deve- 
loping ECAFE countries have been enacting measures 
to increase such collaboration between foreign and 
domestic capital. Among the early siarters have been 
Iran, Pakistan, Singapore and Thailand. Govern- 
ments are also increasingly enacting legislation to 
limit the share of foreign capital participation in 
various industrial lines, India, Indonesia, the Republic 
of Korea, Malaysia and the Philippines being the most 
important examples. Generally, however, these laws 
have been applied flexibly, permitting numerous ex- 
ceptions as a result of individual negotiations; this 
seems a reasonable procedure so long as graft and 
corruption in the granting of special investment 
privileges are rigorously guarded against. 


(e) Development assistance flows® 


According to the data released by OECD's 
Development Assistance Committee, net flow of finan- 
cial resources from DAC countries, which account for 
about 95 per cent of the resources transferred to 
developing countries from all sources in an average 


® Based on “Organization for Economic Co-operation and Develop- 
ment”, Press/A(72) 35, Paris, 5 July 1972, to which this is only a 
general reference. 
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year, amounted in 1971 to US$18.1 billion compared — 
with US$15.9 billion in 1970 and US$13.8 billion in — 
1969. In relation to GNP, the share of these net — 
flows of total official and private financial resources — 
rose from 0.75 per cent in 1969 to 0.80 per cent in — 
1970 and 0.82 per cent in 1971. Part of the apparent — 
rise in the net flow is due to the inclusion of grants — 
by private voluntary agencies not recorded prior to — 
1970. By 1971, DAC members would have had to — 
provide a further US$4 billion of finance to developing 
countries to have reached the 1 per cent of GNP. 


The figures for the DAC countries as a whole 
are strongly influenced by the large portion coming 
from the United States. The total flow from the - 
United States increased to 0.67 per cent of GNP in — 
1971, from 0.64 in 1970 and 0.52 per cent in 1969. — 
The other members of DAC collectively provided 0.96 | 
per cent of their GNP in 1971, as compared with © 
0.94 per cent in 1970. 


The United Nations International Development ~ 
Strategy recognizes the special importance of the role 
which can be fulfilled only by special development 
assistance and urges economically advanced countries 
to make their best efforts to reach a minimum net — 
amount of 0.7 per cent of their gross national product 
at market prices by the middle of the decade. This 
is so because almost two-thirds of all official develop- — 
ment assistance commitment are grants, the average : 
interest rate of the loan component is below 3 per 
cent and the average maturity about 30 years. 


The official development assistance as a percentage ~ 
of DAC members’ combined GNP was only 0.35 per 
cent in 1971, marginally higher than the 0.34 per 
cent in 1970, but substantially lower than the 0.53 _ 
per cent recorded in 1961. According to DAC, it 
seems that, on the basis of current budget reappro- 
priations for aid and the normal time-lag between 
appropriation and disbursement, there is little prospect 
of a significant increase in net official. development 
assistance as a share of the GNP of the DAC member 
countries combined cver the next two years. DAC 
added that it is expected that, in spite of the increased 
efforts of a number of small donor countries, the 
average for DAC members combined is not likely to _ 
increase greatly by 1975, largely owing to the un- 
certainty of the probable trend in the United States’ — 
official development assistance. It would seem that — 
the objective of 0.70 per cent of total resources — 
transfer being in the form of official development 
assistance is not likely to be reached for a number 
of vears. 
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Table I-15. NeEtT FLOW* OF FINANCIAL RESOURCES 
FROM DAC countrigs, 1961-1971 
(in million US dollars) 


Net disbursements 1961 1965 1969 1970 1971 

Official developments assistance. . . . . . 5,197 5,916 6,610 6,873 7,680 

Bilateral grants and grant-like flows. . . . 3,991 3,714 3,250 3,355 3,680 
of which: 

Technical fassistances® eck. 2. (778) 1,063 1,527 1,532 1,690 
Bilateral loans at concessional terms. . . . 685 1,854 2342 2,394 2,740 
Contributions to multilateral institutions . . 521 348 1,047 1,124 1,260 

One Opiianows eee. sali. i.e) 946 283 582 1,144 1,290 
eee > leks Ce. Se 716 278 597 871 1,020 
Mintlatevaiammn semi aee 0 me cee 230 5 —15 273 270 

ERURCNOUs ME eRe Sie ce cs as! x. «=| S806 4,121 6,587 6,980 8,240 
Warect.investincot. mee. 3 kes TS. 1,829 2,468 2,910 3,554 4,080 
Buateral Poroligssswem ms so ee) 614 655, 1,211 777 790 
Multiateralifporttoliowm 00. oe. 90 247 419 474 680 
EXpomty credits: nM al seller ws lees 573 751 2,047 2,175 2,690 

Grants by private voluntary agencies . . . . ee Fee sist 854 890 

Lota Mee OOWMEe es enGe bes oS Rg 9,249 10,320 13,779 15,8512 18,100 


Source: OECD, Press Release, Press/A(72)35, dated 5 July, 1972, p. 7. 

* Gross disbursements minus amortization receipts on earlier lending. 

» These funds of private origin are mingled with other DAC and non-DAC funds in programmes 
governed by criteria similar to those applied in bilateral official development assistance pro- 
gramme. 

© Measured by some countries as change in outstanding amounts guaranteed, by others as change 
in outstanding amounts due on disbursed credits. Interest is included in the sums recorded as 
outstanding, so that the net flow tends to be overstated if gross new guarantees are rising, and 
vice versa. 


4 Including grants by private voluntary agencies. 


Table I-16. NeET FLOW OF TOTAL OFFICIAL AND PRIVATE FINANCIAL RESOURCES 
IN RELATION TO GROSS NATIONAL PRODUCT," 1961-1971 
(in percentages) 


Country 1961 1965 1969 1970 1970» 1971” 
SST Al Ae cue ek ae 0.44 0.64 0.74 1.06 1.11 1.00 
AISthigee ee Rs, be aie 0.30 0.51 0.63 0.65, 1675 ee 0.56: 
Beleiant fae. es acs, <s 1.35 1.29 1.12 TL 1.23 1.03 
Canada ete ee gt ak 8 0.23 0.33 0.50 0.70 0.76 0.82 
Denmark he Nhe) coy eee 0.50 0.15 1.08 0.53 0.55 0.80 
lgentey 9) a) ie ee 2.10 1.30 1.22 1.26 1.27 1.02 
Germany, Fed. Rep. of . . .- 1.02 0.64 1.32 0.76 0.80 0.88 
Ene oe he ae as Re 0.66 0.45 1.03 0.73 0.73 0.85 
\Piegt hs wit ite, MG aie 0.71 0.55 0.76 0.93 0.93 0.96 
Niettieriands ., yah ee ee 1.61 1.24 1.31 1.44 1.46 1.63 
INocvavitee. sms = > 0.55 0.55 0.77 0.55 0.59 0.51 
Portugal ae.) beam) 1.63 0.81 al 1.06 By, > less 
SWedeni mn yer as tees 0.36 0.35 0.75 0.63 0.70 0.69 
Swatzerlande » eae sas) 's 2.19 1.38 0.64 0.62 0.67 [0.93] 
United Kingdom . -. .- 1.17 1.03 1.04 1.03 1.06 1.14 
MastedaStates: @ Aearinwyts os 0.86 0.77 0.52 0.58 0.64 0.67 

2 YS oD ee ae eee ee 2 eee eee eee 

Total DAC countries . . - 0.95 0.77 0.75 0.75 0.80 0.82 


ee EER EE EEE OP SE ee ee ee ee ee 
Source: OECD, Press Release, Press/A(72)35, dated 5 July, 1972, p. 20. 
* At market prices. 
» Including grants by private voluntary agencies. 
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Table I-17, Ner FLOW OF OFFICIAL DEVELOPMENT 
ASSISTANCE IN RELATION TO GROSS NATIONAL 
propuct,® 1961-1971 
(in percentages) | 
Country 1961 1965 1969 1970 1971 
Australia . 0.44 0.52 0.56 0,59 0.52 
Austria 0,04 0,34 0,12 0,13 0,06 
Belgium 0.76 0.59 0.51 0.48 0,49 
Canada, 0,16 0,19 0.34 0.42 0.37 
Denmark 0.12 0.13 0,39 0.38 0.43 
France Stig 1.35 0.75 0.68 0,68 0,68 
Germany, Fed, Rep. of . 0.44 0.40 0,38 0,32 0.34 
Italy 0.15 0.10 0.16 0.16 0,17 
Japan . 0.20 0.28 0.26 0.23 0.23 
Netherlands 0.45 0,36 0.51 0.63 0.60 ; 
Norway 0.14 0.16 0.30 0.32 0.33 
Portugal 1,74 0.59 1.02 0,61 0.75 ; 
Sweden 0,06 0.19 0.43 0.36 0.45 : 
Switzerland . 0.08 0,08 0,16 0.15 0.12 
United Kingdom 0.59 0.47 0.39 0.37 0.41 
United States 0.56 0.49 0,33 0.31 0.32 5 
Total DAC countries 0.53 0.44 0.36 0.34 0.35 : 
Source: OECD, Press Release, Press/A(72)35, dated 5 July, 1972, p. 18, 
“ At market prices, 
Table I-18. THE FINANCIAL TERMS OF OFFICIAL DEVELOPMENT ASSISTANCE COMMITMENTS, 1970-1971 
Average loan terms Over-all concessionality ; i 
Official development _ 
Grants as per cent Average Average Grant element as assistance F 
of total Average maturity interest rate grace period Grant element per cent of commitments as 
commitments (years) %. (years) (% of total loans) programme % of GNP 
1970 1971 1970 1971 1970 1971 1970 1971 1970 1971 1970 1971 1970 1971 H 
Australia 90.5 100.0 14.0 — 6.4 — 4.0 — 20.3 — 92.5 100.0 0.69 0,44 | 
Austria 51.9 53.3 15.0 10.8 45 3.6 4.6 2.5 32.9 29.4 67.7 67.0 0.13 0,13 4 
Belgium 915 92.4 29.6 30.0 2.3 vp hy. 95 64.2 65.5 96.9 97.4 0.58 0.68 
Canada 64.9 63.6 48.5 40.0 0,2 en 9.8 9.0 88.8 77.4 +1 96,1 91.8 0.51 0.45 
Denmark 91,5 69.5 25.0 25.0 0.0 0.0 7.0 7.0 77.0 77,0 98.0 93.0 0.40 0.68 
France 72.3 —_— 16.7 - 3.8 _ KS) a 34.9 —- 82.2 — 0,85 _ 
Germany, 

Fed. Rep. of 53.9 53.7 27.6 29.6 2.9 2.0 8.4 6.6 57) 64.8 80.4 83.7 0.43 0.44 
Italy 53.5 26.2 13.1 13.1 4.9 cal SF 25 30.6 34,0 67.7 51.0 0.21 0.31 
Japan 38.6 32.6 21.4 22,1 3.7 35 6.7 6.7 46.6 47.9 67.2 64.9 0.30 0,39 
Netherlands 64.4 69,3 29.0 30.0 29 3.0 7.8 7.0 56.9 56.9 84.6 86.8 0.66 0.62 
Norway 98.6 98.5 23.0 25,0 2.4 2.0 9.0 5.0 59.4 59.0 99,5 99.4 0.37 0.42 
Portugal 27.4 — 29.0 — 4.0 —_ 8.0 _— 48.5 —_— 62.7 — 1.09 —_— 
Sweden 82.0 90.5 35.4 49.0 ie) 0.8 10.0 10.0 72.9 83.5 95,1 98.4 0.69 0,96 
Switzerland 81.9 — 36.0 — 2.0 — 8.0 + 66.8 — 94.1 a= 0.18 _ 
United Kingdom 49.5 48.3 28.6 (24.0) 1.7 (1.1) (6.2) (5.9) 63.4 66.3 81.5 82.7 0.43 0,51 § 
United States 63.7 59.2 37.4 (34.8) 2.6 (2.9) 8.7 (7.6) 62.4 (57,8)° 86.6 (82,8)" 0.34 0.37 — 
Total DAC 63:1 (595) 302 (28.6) 2.8 (2.7) 73 (6.4) 56.6 (55.4) 84.1 (81.9) 0.41 (0.43) 


Source: OECD, Press Release, Press/A(72)35, dated 5 July, 1972, p. 26. 
It is expected that the definitive grant element, when available, will be higher than the 


* Provisional, based on partial information. 


figure shown here. 


Chapter V. Investment, Domestic Savings and Development Assistance 39 


It can thus be concluded that the trend noticed 
during the 1960s of a fall in the share of official 
development assistance and a rise in that of private 
flows in percentage terms is not likely to be signi- 
ficantly reversed in the next few years. At best, the 
trends may be halted. Another tendency is for the 


_ share of grant component in net flow of financial 


resources to fall from 23.6 per cent in 1969 to 21.2 
per cent in 1970 and 20.3 per cent in 1971 (excluding, 
for the sake of comparison, grants by private voluntary 
agencies which were included for the first time from 
1970 onwards). In fact, as stated by DAC, for its 
members collectively there was an over-all hardening 
of terms (as measured by grant element). The share 
of grants in official development assistance commit- 
ments fell from 63.1 per cent in 1970 to 59.5 per 
cent in 1971, average maturity from 30.2 to 28.6 
years, and average grace period from 7.3 to 64 years. 


All these figures point to a continuing hardening 
in the terms and conditions of resources transferred 
to developing countries, while total financial flow 
might seem to be going up, although significantly 
below expectations. It is quite evident that the target 
of 1 per cent, and in particular its official development 
assistance component, is not likely to be achieved by 


1972, as indicated in the United Nations International 
Development Strategy. 


For the ECAFE region as a whole, the net transfer 
of resources has been declining in real and nominal 
terms, although there are some pronounced sub- 
regional differences. Table 1-19 sets out data con- 
cerning net external resource flows into the region 
from 1965 to 1970, the latest year for which data 
are available. 


In East Asia, which includes Indonesia, the Re- 
public of Korea, Malaysia, the Philippines, Singapore 
and Thailand, total disbursements of contracted loans. 
grants etc., increased steadily from 1965 until 1969. 
If allowance is made for amortization and interest 
payments, the net transfer of resources to East Asia 
doubled in terms of current prices between 1965 and 
1969. From 1969 to 1970, however, the net fiow 
declined sharply by about 25 per cent, mainly due 
to a strong increase in debt service payments. The 
absolute amount of grants reached a peak in 1968, 
dropped abruptly in 1969, and fell m 1970 below 
the level in 1965. As a proportion of loan commil- 


Table 1-19. ECAFE DEVELOPING COUNTRIES: EXTERNAL RESOURCE FLOWS 
AND SERVICE PAYMENTS ON EXTERNAL PUBLIC DEBT, 1965-1970 
(in million US dollars) 


Nez grensjer 

Disbursements Debt services as perceniage 

- Wet fiow® Net of total nex 

te OM Gent L Grants and ‘ Amortization Interest Total transfer sronsjer 3p 

oans = prant like? ce BY developing 
epuntries 
East Asia* 
1965 . 508.9 363.4 872.3 155.1* 38.5* 193.6 7172* 6/87 138 
1966 . 486.4 308.1 794.5 178.5* 46.7 ~ 2252 616.0° 569.3 129 
Ieee ss A eeeiths 808.8 394.7 1,203.5 205.3 54.1 2594 9982 944.1 165 
LDS d ee een ere 983.5 427.2 1,410.7 206.9 79.2 286.1 1,203.8 1,124.6 19.8 
1969 . 1,348.8 368.3 1,717.1 2774 109.4 386.8 1439.7 13033 235 
1970. . 1,184.7 351.3 1,536.0 443.9 170.3 6142 1,092.1 9218 i975 
South Asiat 

DS Sa a 1,350.4 827.3 2,177.7 231.1 157.6 3887 19464 1,789.0 364 
1966 . 1,283.4 860.0 2,143.4 279.4 188.6 468.0 1,864.0 14754 38.1 
apo so ue is OS ts 1,635.8 777.9 2,413.7 344.6 216.1 560.7 2069.1 1,353.0 323 
115° aa, aan 1,610.0 519.9 2,129.9 367.6 227.4 595.0 1,762.3 15349 770 
1969 . . 1,492.8 340.0 1,832.8 428.3 260.6 688.9 14045 1,143.9 20.0 
1970 . 1,589.3 340.4 1,929.7 466.4 280.0 7464 14634 1,183.3 224 


aa 


Source: IBRD, Annual Report, 1972, p. 86. 


® Grants consist of grant and grant-like contributions by DAC countries and grants by moultilateral agencies as compiled by OBCD, as 
well as disbursements by the Inter-American Development Bank on loans repavable in recipients’ currentiss. 
Disbursements on loans, grants and grant-like loans, :ainus amortization on loans. 


© Net flow, minus interest on loans. 


4 Does not include most of the publicly-guaranteed private debt of Philippines. — 
© Interest for Indonesia included in amortization, therefore net flow in this year is understated. 


f Excludes suppliers’ credits to India for which a complete 


these credits were as follows: disbursements $89.2 million, amortization 


series of data is not available for 1965-1968. For 1969, transactions on 


$64 million, ‘interest $22.9 million. 
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ments and grants, the grant element declined from 
57 per cent in 1965 to 47 per cent in 1970.® 


The experience of South Asia, comprising 
Afghanistan, India, Pakistan and Sri Lanka, has not 
been so fortunate. Total disbursements measured in 
current prices declined by nearly 25 per cent between 
1965 and 1970; in 1969 they were almost 30 per 
cent below the peak figure reached in 1967. In 
terms of the net transfer of resources, the 1970 level 
was nearly 35 per cent less than that of 1965. In 
real terms, of course, the difference would be even 
greater. The grant element as a proportion of loan 
commitments and grants was almost unchanged, with 
70 per cent in 1965 to 69 per cent in 1970.7 


It also shows that ithe share of East Asia and 
South Asia in net external resource transfer to 80 
developing countries has fallen from a peak of 50 
per cent in 1966 to 40 per cent in 1970. 


Table I-20 shows how the composition of foreign 
capital inflow of ECAFE developing countries has 
changed. It emphasizes the increasing importance of 
suppliers’ credits and official bilateral loans and 
credits, and the dwindling role of official grants. 
The volume and terms of official development assis- 
tance in Asia bear little relationship to the per capita 
income, growth rate, export performance or burden 
of existing debt.® 


However, against this somewhat dismal prospect 
of resource transfers through conventional methods, 


© World Bank Report, 1972, p. 87. 
7 Ibid. 
® OECD, Development Assistance, 1971 Review, pp. 150-157. 
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the possibility of disarmament offers substantial scope . 
for new departures in the strategy for significantly 
augmenting aid flows from the developed countries, 
The magnitude of the resources used for armaments 
was analysed in a recent report by the Secretary- 
General.® World military expenditures in 1970 were 
roughly US$200 billion, i.e. 6.5 per cent of the GNP — 
of the countries of the world. Military expenditures 
of the countries which provide aid for development 


are estimated to be approximately 6.7 per cent of 
their GNP, or 25 times greater than the official 
development assistance that they provide. 


The resources released, sometimes referred to as 
the “disarmament dividend’, can be redirected to 
raise the standards of living and to promote faster — 
growth, in particular through higher expenditures in 
fixed investment and in education and training and ~ 
manpower.!? When applied to the configuration of — 
GNP, military expenditure and development assistance — 
estimated for 1970, a rough calculation shows that — 
a 20 per cent general reduction in military expendi- — 
tures would contribute not only to the satisfaction of 
urgent economic needs of both developed and 
developing countries but also to the reduction of the 
economic gap between the two groups if such develop- 
mental assistance were raised globally in the same — 
proportion or slightly more.’ 


® Economic and Social Consequences of the Arms Race and of — 
Military Expenditures (United Nations publication, Sales No.: E.72. 
IX.16). 

10 Disarmament and Development, Report of the Group of Experts 
on the Economic and Social Consequences of Disarmament (United 
Nations, New York, 1972), p. 12. 

11 Tbid., p. 14. 


Table I-20. DisTRIBUTION OF LOANS AND GRANTS TO SELECTED 
ECAFE DEVELOPING COUNTRIES, 1965-1969 


(in percentages) 


Private loans and credits 


Other 


Suppliers private 

East Asia® 

LI6SBeasis rotate 20 16 

L9O) ewes) ec 26 

1969 es ne 27 
South Asia” 

19.65 deals: tec 4 1 

196 Tem sor "eee 6 /f 

LOGOS Sees mt 10 1 
Source: IBRD, Annual Report, 1971, p. 62. 


; Official ya ole ; 
ont frente antag apnaand of worl. 
credits ; 
af oe 16 7 10 
2 47 13 25 
d ss a8 14 24 
11 18 58 B 


* Includes China, Indonesia, the Republic of Korea, Malaysia, the Philippines, Singapore and 


Thailand. 


P Includes Afghanistan, India, Pakistan and Sri Lanka. 
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(f) Burden of external public debt 


The external indebtedness of developing countries 
is a matter of grave concern. During the 1960s, the 
total external public indebtedness of East Asia rose 
by 17 per cent annually to $7.576 billion by the 
end of 1969, and that of South Asia by, again, 17 
per cent annually to $13.154 billion.1? 


Particularly disturbing is the fact that, out of 
the gross aid disbursements, the net transfer declined 
from 78 per cent in 1965 to 60 per cent in 1970 
for East Asia; in the case of South Asia, the decline 
was even steeper, from 82 per cent in 1965 to 61 
per cent in 1969.1° It should be stressed in this 
connexion that the decline in net aid to countries in 
South Asia, which contains the large low-income 
countries of India and Pakistan, occurred when the 
aid disbursements to them were also declining; in 
1970, the same was the case in East Asia. When 
account is taken of increases in the prices of goods 
and services normally financed by financial flows, the 
decline in the net transfer of aid will be much more 
marked. In fact, by 1970, Afghanistan, India and 
Pakistan found the service payments on external 
public debt pre-empting one-fifth or so of their 
earnings from exports of goods and services; in Iran, 
they amounted to 10 per cent by 1969. In East 
Asia, the proportions were lower.1* 


There is a distinct possibility that debt service 
payments will increase more rapidly in the 1970s 
than in the 1960s, a decade which saw a number of 
developing countries in this region in serious difficul- 
ties. Servicing payments on the external debt out- 
standing in 1970 are expected to amount to about 
9 per cent of the total debt itself in the case of East 
Asia and to about 7 per cent in the case of South 


Asia during 1970-1975.15 


During the period 1965-1970, for East Asia as 
a whole, the amount of grants remained the same, 
with some annual variations, while loan commitments 
increased; there was a lengthening in the maturity 
and grace periods, but an increase in the interest 
rate resulted in a decline in the grant element of loans 
and grants from 57 to 47 per cent. In South Asia, 
there was a decline in the amounts of grants, not 
fully made up by the increase in loan commitments; 
there was no tendency for the interest rate to decline, 
while the maturity and grace periods remained more 
or less the same, resulting in a slight decline in the 


12 World Bank International Development Association, Annual 
Report 1971, p. 51. 

13 Calculated from World Bank, Annual Report 1972, table 8, 
p. 86. 

14 Ibid., table 6, pp. 82-83. 

15 Ibid., table 7, pp. 84-85. 


grant elements in the grants and loans from 70 to 
62 per cent.16 


The Pearson Commission recommended that “the 
terms of all official development assistance loans 
should henceforth provide for interest of not more 
than 2 per cent, a maturity between 25 and 40 years 
and a grace period of 7 to 10 years”. 


Debt rearrangement can be effected through three 
principal techniques: debt cancellation, debt resche- 
duling and debt refinancing. Debt cancellation is 
generally resisted by the creditors. 


During the 1960s, in the ECAFE region, debt 
rescheduling was arranged for India and Indonesia. 
Creditor countries have generally maintained that debt 
reorganization should be a unique and rare event 
and should not be institutionalized. Considering the 
need for such periodic meetings, UNCTAD III'" has 
called for a special body within the machinery of 
UNCTAD to find practical solutions to the debt 
problem and to organize consultations between bor- 
rowers and lenders, including, where necessary, inter- 
national experts. During the debt rollover, the 
receipt of standby credits from IMF carried with it 
obligations to carry out monetary and fiscal policies 
which were generally restrictive and voluntary curbs 
on short-term external borrowing, slowing down the 
rate of economic growth in the short run. 


Rescheduling of debts was necessary in the case 
of Indonesia, largely on account of the pressing nature 
of its short-term repayments; in the Indian case, 
although there was no acute balance of payments 
difficulty, its level of debt was seen as creating potential 
problems in the future. As implied in the Interna- 
tional Strategy, a reliable advance warning system is 
necessary to supplement the projected ratio of debt 
service payments to export earnings. 


Generally, the earlier rescheduling in the case 
of India and Indonesia was carried out in rather 
hard terms. The moratorium period was short and 
the amounts of debt rescheduled were inadequate. 
However, it is gratifying that the latest Indonesian 
rescheduling arrangement has been in some respects 
concessionary with respect to’ the interest rate during 
the debt rearrangement period and the deferment of 
principal repayments. The debt rescheduling in the 
case of India indicates a welcome departure from 
previous practices in the distribution of the burden 
of providing relief. Normally, each creditor extends 


16 Thid., table 9, p. 87. 

17 UNCTAD III resolution 59 (III): The increasing burden of debt- 
servicing in developing countries. The resolution was adopted by the 
Conference by 74 votes to 14, with 17 abstentions. 
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relief by an equal percentage of the debt due to it. 
In the case of India, IBRD devised a formula under 
which the hard lenders will have to sacrifice more. 
Where the share of debt relief was below the average 
of the creditor countries, the lender was asked to 
make a minimum contribution to the rescheduling. 


It is important, as stressed by UNCTAD III, that 
rescheduling and refinancing of debt be carried out 
on the basis that debt relief is a legitimate form of 
aid. It seems important that this type of aid be 
provided well in time so as to prevent the emergence 
of a crisis situation and a setback to the growth of 
the country concerned. In the recent past, there have 
been a few cases in which lack of timely action 
necessitated a sharp cutback on imports. The debt 
service ratio in Pakistan, which has been mounting 
for several years reached 30 per cent in 1971/72.'S 
Although the problem of rising debt service ratio for 
this country had been made the consideration of 
donors since 1968, an arrangement for short-term 
debt relief was agreed upon only in 1972.° An 
effort to avoid such situations in future is necessary, 
particularly with a view to averting a slowdown in 
the growth momentum of the developing countries. 


(g). Aid flows from the USSR and 


east European countries” 


(t) Volume of aid to developing countries 


During 1954-1970, the cumulative money value 
of the bilateral economic aid commitments of the 
USSR has been broadly estimated at US$6.6 billion 
and that of East European countries at US$3.6 billion 
equivalent. In the second half of the 1960s, a signi- 
ficant increase in commitments was recorded: whereas 
in 1961-1965 the USSR committed US$334 million 
and East European countries US$245 million annually, 
in 1966-1970 these annual averages amounted to 
US$514 million and US$367 million respectively. 


Official statistics on actual disbursements of the 
committed funds by the USSR and East European 
countries are not available. According to the rough 
estimates of the United Nations Department of 
Economic and Social Affairs, assumed gross disburse- 
ments of credits provided by all socialist countries 
amounted to US$957 million in 1968. After deducting 


48 Government of Pakistan, Finance Division, Pakistan Economic 
Survey 1971/72, p. 81. 

18 Tbid., p. 82. 

20 Th the absence of recent figures, this section is based on the report 
by the UNCTAD secretariat: Financial Resources for Development, 
External Development Finance (TD/118/Supp.2),; 4 January 1972, 
and other United Nations and official sources. The term “East Euro- 
pean countries” as used in this paper includes Bulgaria, Czechoslova- 
kia, the German Democratic Republic, Hungary, Poland and Romania; 
it excludes Yugoslavia. 
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the assumed repayments on maturing loans, the net 


flow to the developing countries was estimated at 
US$558 million.*4 


(ii) Terms and conditions 


The bulk of the USSR and East European coun- 
tries assistance to developing countries is extended 
in the form of government long-term development 
loan, usually at 2.5 per cent interest with maturity 
of 10 to 15 years. Grace periods vary according 
to the nature of the project financed. 


Aid from the USSR and East Europe is strongly 
project-oriented, being concentrated on productive 
sectors in the developing economies, in particular on 
the industrial sector. Thus, according to official 
sources, up to 1 January 1972, about 74 per cent of 
the volume of credits extended by the USSR to de- 


veloping countries was earmarked for building up the © 


industrial sector, in particular the basic industries, 
such as metallurgy, mechanical engineering and 


power; about 5 per cent for agriculture; 8 per cent © 
for transport and communications; 8 per cent for ~ 


geological surveys; and about 5 per cent for educa- 
tional, public health, cultural and other projects. 
Sectoral allocations of credits differ between countries. 


Whereas in India and Iran, for example, the develop- | 
ment assistance has been mainly channelled to assist | 
the development of basic, mainly heavy industries ~ 
within the state sector, in the least developed countries - 
the aid-mix has been adapted to the needs of develop- — 
ing certain branches of light manufacturing, especially _ 


food-processing industries, and agriculture which give 
quick economic returns. 


In addition to government loans, grants are © 
provided for relief aid, scholarships, hospitals, schools, — 


agricultural machinery and scientific equipment. 


Repayments on government loans extended by the 


USSR and East European countries are mostly effected — 


in both traditionally exported and newly manufactured 
goods or in local currency. Products of assisted 
projects are accepted in repayment of credits extended 
to developing countries. 


Apart from the government credits to which the © 
above-mentioned data refer, the European socialist — 
countries extend “commercial” credits to developing ~ 
These credits are granted by the state 


countries. 
foreign trade corporations on interest rates ranging 


from 3 to 5 per cent with maturities from 5 to 8 ~ 


years to finance mainly the exports of industrial and 
other equipment from these countries to the developing 
countries. 


*1 The External Financing of Economic Development, 1970 
(United Nations publication, Sales No.: E.70.II.A.3). 


ere 


pempofenret nen gie vopbipoee fae a resin a 


etree eens ak ae 


LY nid 


Plane een eal 


SE Sy 0 re 


rs 


lerte 


ned 


he net 


ed ate 


onaly | 
uctive | 
ar on | 
ficial | 
at of | 
0 de | 
p the | 
tries, | 
and 

“cent | 
t for 

duce: | 
jel. | 
fries. | 
elop- 

assist 

ities 
ties 
elope 

sally 
ae 


a 

‘ 
vou | 
ended | 
nent | 
tity | 
ding 


Chapter V. 


Investment, Domestic Savings and Development Assistance 43 


Aid from the USSR and Eastern Europe is almost 
entirely bilateral. However, it should be noted that 
the European socialist countries have been co-operating 
with each other and co-ordinating their assistance, 
e.g. the USSR and Czechoslovakia in the case of the 
construction of an industrial complex at Ranchi, India. 
It was indicated that, in the 1970s, in connexion with 
the intensification of co-operation and economic in- 
tegration among the Council for Mutual Economic 
Assistance (CMEA) member-countries, the elements 
of multilaterality would be introduced into aid and 
trade relations between the European socialist coun- 
tries and developing countries.?? 


(iii) Geographical distribution 


There is no detailed quantitative information 
on the geographical distribution of aid. According 
to official sources, the USSR has concluded agreements 
on economic and technical co-operation with 45 
developing countries, of which 20 are in Asia, and 
provided assistance to developing countries for the 
construction of over 800 industrial enterprises and 
other projects, of which 400 are in Asia, with India 
being the largest recipient in this region. The 
construction of 370 of them has been completed, 200 
of them in Asia. At the same time, over 300,000 
specialist and skilled workers were trained with USSR 
assistance in developing countries, of whom 200,000 
were trained in Asia. 


(h) Equity and efficiency in aid flows 


As was observed by the Committee for Develop- 
ment Planning at its sixth session, “the distribution 
of financial transfers among developing countries has 
been extremely unequal and strongly influenced by 
political considerations often alien to the international 
development strategy.” In order to further the 
orderly progress of developing countries, and of world 
development in general, external assistance should be 
allocated on the basis of greater equity and efficiency. 


*? For a more detailed analysis of the prospective effects of the pro- 
cess of integration among the CMEA countries on co-operation with 
developing countries, see Zevin, L. Z., Socialisticheskaya intjegracya i 
sotrudnitchestvo so stranami “tretjevo mira’, Narody Assi i Afriky, 
No. 2 (Moscow, 1972), pp. 3-14. 


The Committee suggested four criteria: 


(a) The needs of developing countries; 


(b) Their own development efforts, in terms of 
instituting needed social, economic and 
institutional reforms and _ systematically 
implementing measures in a concerted and 
continuous way; 


(c) Their performance in making productive 
use of external assistance, that is, effective 
application of external assistance to areas 
where their marginal contribution to de- 
velopment is optimal; 


(d) Their resources and potentialities; the aim 
here is to direct resource flows to areas 
where opportunities for exploiting known 
resources exist, thereby adding to the inter- 
national community’s capacity in terms of 
increased resources for future development 
effort. 


The Committee added that, essentially, it is for 
human beings that the development strategy has to 
be designed; and the larger their number, the larger 
the needs. Then, the level of per capita income 
should be treated as the basic indicator of external 
assistance needs per capita. Thus, for the sake of 
equity, the poorer the country, the greater should be 
the assistance provided to it per head of population. 
This is also particularly important for implementing 
a development strategy while taking into account the 
needs of the least developed among the developing 
countries. It should be emphasized, of course, that 
there is no unique solution to the problem, because 
the relative importance to be given to equity and 
efficiency involves a question of ethics and also 
because not all aspects of these two elements can 
be formulated in terms of sufficiently measurable 
criteria. 


Admittedly, the problem of defining criteria for 
allocation of external assistance is complex. On the 
whole, it seems that the allocation of external assis- 
tance is very far indeed from equity and efficiency, 
because the difference in external assistance is so 
substantial between countries and regions. 
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Chapter VI 
AGRICULTURE 


The strategy of the Second Development Decade 
laid down a growth target of 4 per cent annually 
for agricultural output in developing countries. 


(a) Agricultural output 


In all countries in the region, the rate of growth 
of agricultural output from year to year is greatly 
influenced by weather conditions and natural calami- 
ties, such as droughts, cyclones, floods, earthquakes 
and plant diseases, and the trends of output cannot 
be gauged without due consideration being given to 
these factors. They were unusually adverse in 1971 
and were responsible for the low weighted average 
rate of growth of 1.9 per cent of agricultural output 
(see table 1-21). This was considerably below the 
Second Development Decade target and also below 
actual achievements in the preceding three years when 
the rate of growth was 5.1 per cent (1968), 4.1 per 
cent (1969) and 4.0 per cent (1970). 


During the First Development Decade, the average 
weighted rate of growth of agricultural output in the 
region’s developing countries was 2.8 per cent, but 
the decade ended up at a substantially higher growth 
level, resulting from the impact of the “green revolu- 
tion” on important field crops. Although the average 
growth rate was falling slightly from 1968 through 
1970, there is no reason for interpreting the poor 
achievement in 1971 as signifying the beginning of 
a downward trend in agricultural growth in the 
region’s developing countries. The question has na- 
turally been raised as to whether the high growth 
rates experienced at the end of the First Development 
Decade can be sustained, and there is indeed some 
concern about the limited impact of the high-yielding 
varieties and the possible levelling-off of their effects. 
The impact of the “green revolution” on production 
has been particularly limited, so far, with respect to 
rice, so there should be great scope for further 
expansion. 


For wheat, there has been a deceleration of the 
area being put under high-yielding varieties. In 
1967/68, there was 3.9 million ha under high-yield 
wheat in India, Nepal and Pakistan. In 1968/69, an 
expansion by 4.3 million ha took place. In 1969/70, 
the addition was only 0.4 million ha and, in 1970/71, 
it was 1.3 million ha, bringing the share of the total 
wheat area planted with high-yielding varieties to 
36.6 per cent. 


For rice, the total area with high-yielding varieties 
in 11 developing countries in the region was 2.6 


million ha in 1967/68. An expansion of 2.1 million 
ha took place in 1968/69, 3.0 million ha in 1969/70 
and 2.5 million ha in 1970/71, bringing the high-yield 
area to 13.0 per cent of the total rice areas in these 
countries.? 


The bad weather conditions may have served to 
limit expansion in 1971, but only a fraction of the 
wheat and rice acreage has so far been converted to 
high-yielding varieties. Lack of sufficiently stable 
water supply is one basic obstacle to further ex- 
pansion. 


The expansion of fertilizer input seems also to 
have slowed down. In terms of plant nutrients, it 
increased by only 8 per cent in 11 developing countries 
of the region in 1970/71, against 17 per cent in both 
1968/69 and 1969/70.2 Some countries (e.g. Indo- 
nesia and Malaysia) continued to make good progress, 
but in India, the Republic of Korea and the Philip- 
pines, the increase has been modest, and in Pakistan, 


Thailand and the Republic of Viet-Nam, fertilizer 1 


inputs have declined. Bad climatic conditions, war 
and insurgency provide part of the explanation, but 
low output price and high fertilizer prices also served 


to make fertilizers inputs unprofitable in several — 


countries. It should be added that, in most developing 


countries in the region, the fertilizer industry is © 


working far below full capacity at non-competitive — 


prices. 


Tables [-22 and I-23 provide information about 
crop production and yield. Cereal production con- 
tinued to expand in 1971, but the increase in output 
of 1.1 per cent was markedly less than the 5.2 per 
cent increase recorded in 1970 and well below the 
average increase of 3.0 per cent attained during the 
1960s. With the exception of wheat, this unimpres- 
sive increase in output can be attributed to declining 
yields, which is atypical of performance during the 
1960s and especially of the late 1960s. Yields in rice, 
the dominant agricultural product of the region, fell 
by 0.5 per cent, and the modest increase in output 
was the result of the 1.8 per cent increase in areas 


planted. By contrast, the rice yield in 1970 was up © 


by 3.3 per cent over the 1969 level and the average 
increase in yield per annum over the 1960 level was 
1.5 per cent. 


1 United States Department of Agriculture, Imports and Plantings of 
H.Y.V. of Wheat and Rice in Less Developed Nations, Report No. 14 
(Washington D.C., Foreign Economic Development Service, 1972). 

2? FAO, The State of Food and Agriculture 1972, preliminary ver- 
sion, August 1972, pp. 82 and 83, table 2-34. . 
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Table 1-21. ECAFE rection: RATES OF GROWTH BY COUNTRY IN AGRICULTURAL 
OUTPUT AND FOOD PRODUCTION (TOTAL AND per capita), 1968 To 1971 


Annual rate P. 4 A z 
of growth ‘ercentage change from previous years 


1959-1961 to = 
1969-1971 1968 1969 1970 1971 


ECAFE 
a) Developing countries 


Agricultural production Sst is 2.8 5.1 4.1 4.0 1.9 
Food production . . so. See 2.6 5.8 34 4.6 1.3 
Food production (per capita) 0.1 3.0 1.0 1.9 —0.9 
b) Selected countries 

Afghanistan 

Agricultural production . s ® 12 3.0 2.9 —2.9 —5.9 

Food production. eee Ee 331 1 —2.9 —6.1 

Food production (per capita) en ve: NZ 1.0 —1.0 —6.8 —8.3 
Burma 

Agricultural production . . . . 2s 2.9 0.7 3.5 0.7 

Food production. 5h as 2.0 2.2 0.7 2.8 751 

Food production (per capita) eet, = _- — —0.9 — — 
India 

Agricultural production . . . . ZZ. 4.6 3.6 4.9 34, 

Food production. ee 22 6.2 3.6 5.6 2.6 

Food production (per capita) oe 7) —02 4.1 1.0 2.9 — 
Indonesia 

Agricultural production Sn i 28 8.5 0.8 7.8 2.9 

Food production. BaP eA 22 10.0 — 8.3 65) 

Food production (per capita) fos « =O 6.7 —2.1 5 1.0 

- Iran 

Agricultural production . . . . 3.0 7.3 —1.1 —0.6 —2.3 

Food production Soak 2.8 43 —12 —0.6 —1.2 

Food production (per capita) dei eee _— 1.8 —4.4 —2.8 —3.8 
Korea, Republic of 

Agricultural production 45 —0.6 14.2 — 3.1 

Food production 4.0 —1.8 15.0 —1.0 3.2 

Food production (per capita) 13 —4.2 12.2 —3.1 — 
Malaysia, West 

Agricultural production >] 10.4 11.7 3.5 8.7 

Food production. 55 8.3 Feil TA 9.3 

Food production (per capita) 2.4 4.9 55 37, 5.7 
Pakistan 

Agricultural production 3.3 55 5.2 0.6 —4.9 

Food production . 3.2 7.6 45 1.2 —3.6 

Food production (per capita) 0.1 5.0 1.0 —1.9 —6.7 
Philippines 

Agricultural production 3.2 0.7 10.1 2D 3.6 

Food production. 3.2 as 11.0 1.9 4.2 

Food production (per capita) oo —3.1 y BBs —2.0 1.0 
Sri Lanka 

Agricultural production 2.9 3.4 —0.7 4.0 

Food production. 3.8 4:5 0.6 8.0 —1.2 

Food production (per capita) 1.0 2.7 —17 5.3 —3.4 
Thailand 

Agricultural production 52D 4.8 9.7 2.8 4.1 

Food production 52 7.3 8.3 19 3.8 

Food production (per capita) ja°3: 4.1 4.8 —0.8 0.8 
Australia 

Agricultural production 3.0 21.3 —35 dee 0.6 

Food production. 3.6 27.6 —7.6 a 12 

Food production (per capita) 1.5 25.2 —10.1 —1.6 —0.8 
Japan 

Agricultural production 3.0 5.9 ae 0.6 AG 

Food production . . 3.2 5.8 —0.6 0.6 —12 

Food production (per capita) yo | 5 —2.1 —0.7 —2.2 
New Zealand 

Agricultural production 37 4.0 1.9 —0.6 — 

Food production . .- 3.0 6.2 3.9 —25 1.3 

Food production (per capita) 12 5.4 2.6 —3.3 _— 


EEE EEEEEEEEEEEEEEEEE? 
Source: Derived from “A review of agricultural development in the ECAFE region in 1971”, prepared 
by the ECAFE/FAO Agriculture Division, February 1972, tables 2, 4 and 5. 
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Table I-22. ECAFE countries: MAIN AGRICULTURAL PRODUCTION 1969-1971 
AND ITS RATE OF GROWTH 1959-1961/1969-1971 


Average annual 


Ga choice wasende Fevigectied oo tio thowand siuie ten) (ena 
1969 197 1971 1970 1971 1959-1961 1969-1971 1959-1961/ 
1969-1971 
All cereals : . 4 » 221,548 232,995 235,519 5.16 1.08 170,731 120 3.0 
Ail pulses 5 BE, 12,210 13,404 13,030 9.77 —2.80 14,041 12,881 —0.9 
Root crops®* . . . . 38,946 38,135 39,014 —2.09 2.30 29,749 38,698 2.7 
Gilseedi™ 2 ena 13,863 15,491 16,076 11.71 3.77 11,821 15,143 2.5 
Jute and kenaf . . 2,993 2,890 2,794 —3.45 = 3354 2,453 2,892 1.6 
Cotton lint . . . . 1,840 1,736 1,961 —5.66 9.50 1,341 1,825 3.1 i 
Ruble = 2) Gs 2,670 2,695 2,872 0.93 6.56 1,871 2,746 3.9 | 
Sica’! 6 «aaa 19,100 20,227 19,997 5.89 —1.14 8,168 19,7758 9.2 i 
Beef and veal® . . 1,198 1,220 1,245 1.83 2.04 994 1,221 ay : 
Mutton and lamb® . 836 840 850 0.47 1.19 757 842 Dy Be 1 
BORE) Me cose 1,188 1,239 1,256 4.29 1.37 838 1,227 3.9 ; 
| ee ee: or 38,813 39,481 40,137 1.72 1.66 34,307 39,477 1.4 i 
Céprat «2. eeoReae & 2,678 2,749 3,114 2.65 13.27 25,849 28,472 1.0 
Palatal 3) eee oe 541 646 762 19.41 17.96 228 649 11.0 


et 


Source: As for. table I-21. 
: * Potatoes, sweet potatoes, yam and cassava. 
» Sesame seed, cottonseed, soybeans, groundnuts, linseed, rapeseed and castor beans. 
© Non-centrifugal sugar and centrifugal sugar (beet and cane). 
4 1968-1970, split crop year. 
© 1971 production is for January-November only. 


Table [-23. DrveLopinc ECAFE countriEs: YIELDS OF PRINCIPAL CROPS 
1969-1971, AND THEIR RATES OF GROWTH 1959-1961/1969-1971 


; ‘ Annual rate 

(ine) (ernie Atay ob etcreaet 

"7969 ~~«1970~=S*«~C«S2S27?*~C*«<C«é“‘«i89-197O «1970-1971 1959-1961 1969-1971 pp 
ReGen is heat ois) Aves io Yue oes 1.80 1.86 1.85 3.3 —0.5 1.58 1.83 13 
Wheat 7 ae ee ea! ee 1.09 Tad PAS es 1.8 0.84 1.11 2.8 
MAIZE gare’ te Gis We a tae 1.06 1.19 shail, 12.2 —1.7 0.97 1.14 1.6 
WoGE "ng oe! Hone, ed's eye 2A 0.46 0.60 0.56 30.4 —6.7 0.40 0.54 Suh 
Sor@hunt oe gla) ec: 6b ences ws 9.53 0.48 0.48 —9.4 — 0.48 0.49 0.2 
POtAIGES ches. Wx duke LY, oh) Sweee ce 8.84 8.24 8.63 —6.7 4,7 6.87 8.57 pi} 
Sweet potatoes « 1 « © « 3 : 9.83 9.72 9.94 =1.1 2.2 8.21 9.83 1.8 
Gassavar ou e thee te ee a ee 8.88 9.07 9.08 2a 0.1 8.25 9.01 0.9 
Groundnuts (in shell) . 2. 2... 0.77 0.87 0.87 12.9 =— 0.76 0.83 0.9 
Cottany (iit). ) s an) nee ee 0.36 0.38 0.34 a —10.5 0.28 0.36 25 
Goronseci mee nuke eee 0.49 0.52 0.48 6.12 =7.7 0.36 0.49 3.1 
"ads (4, Caw Oar PS Le Se Te 0.92 0.95 0.97 3.2 21 0.82 0.94 14 
JUG Se ip uk ee eee 1.29 1.26 1.18 =2.3 =6.3 1.36 1.24 +0.9 


Renae. s; “Sp aige Uae et ok oon 0.84 0.97 0.87 15.4 —11.0 0.88 0.90 0.2 


Source: Food and Agriculture Organization (FAO). 
Note: Figures for 1971 are preliminary. 
® Simple calculation between the two points is employed. 
> India and Pakistan (official data) plus other ECAFE countties, 
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Despite abnormal climatic conditions, the output 
of wheat continued its rapid expansion, as a result 
of both increased acreage and improved yields. Total 
output in 1971 was up by 5.1 per cent compared with 
the previous year, which was roughly comparable to 
the average annual increase attained in recent years. 
Apart from the expanded acreage, the increase in 
output is attributable to better farm management 
techniques, the use of fertilizers and the ready adoption 
of new high-yielding seed varieties in the major 
wheat-growing irrigated areas of the region. The two 
major developing economies of India and Pakistan 
had approximately 33 and 48 per cent of their total 
wheat acreage plan‘ed in high-yielding varieties in the 


1970/71 season. 


Maize production has become increasingly im- 
portant among the developing countries of the region 
as a means for agricultural diversification. In 1971, 
its output fell because of an unexpected decline in 
yield and a small decrease in acreage planted. As in 
the case of rice, this relatively poor performance was 
mainly attributable to unusual weather conditions. 


Output of the other major agricultural products 
in 1971 reflected a variety of long-term and occasional 
factors. Tea production declined slightly as a result 
of the fall in acreage planted, which itself was a 
consequence of the agreemen: among tea producers 
to restrain increases in output and export supply. 
Likewise, production of jute and kenaf declined by 3.3 
per cent as a result of reduced planting in Pakistan. 
On the other hand, output of rubber, copra and palm 
oil recorded impressive increases in 1971. Natural 
rubber production increased by 6.6 per cent to a 
record level as a result of increased plantings in earlier 
years in Indonesia, Malaysia and Thailand, and as 
a result of improved yields. The output of natural 
rubber would have been even higher had it not been 
for the virtual cessation of production in the Khmer 
Republic as a result of hostilities. Finally, output 
of copra and palm oil increased by 13.2 and 18.0 
per cent respectively in 1971. In both cases, the 
increased plantings in earlier years were in response 
to favourable price-trends and, in the case of palm 
oil, to the efforts of some countries to become less 
dependent on the export of natural rubber. 


(b) Food output 


While table I-21 indicates that the rate of increase 
in food production in 1971 in developing ECAFE 
countries was less than the estimated rate of increase 
in population, too much should not be made of the 
fact that food production per capita declined in 1971. 
In each of the three previous years the per capita 
increase in food supply was positive and averaged 


only slightly less than 2,0 per cent per annum, This 
was well above the average annual rate of increase 
in the food supply of 0.1 per cent recorded between 
1959-1961 and 1969-1971. As explained above, 
several adverse and occasional factors were responsible 
for the decline in food production per capita in 1971, 
particularly those which were responsible for a very 
small increase in rice production. As a result, while 
the relatively small increase in food output in 1971 
gave a poor start to the Second Development Decade, 
the recovery in the growth rate of the food production 
sector should result in the Second Development 
Decade objective being attained; provided that agri- 
cultural growth is sustained and population policies 
are successful. 


Individual country performances in food pro- 
duction varied considerably from one country to 
another and reflect the effects of climatic and other 
factors. While food shortages and famine conditions 
are no longer a serious problem in the majority of 
the traditional food-deficit countries, the incidence of 
adverse weather and disease factors, when combined 
with a shortage of hard currencies, can still create 
a crisis situation in some countries. Afghanistan, in 
particular, has been hard pressed, with the level of 
agricultural output per capita declining in three out 
of the last four years and with the decline in 1971 
reaching 8.3 per cent; famine conditions were partially 
prevalent. In 1971, Pakistan also recorded an ex- 
tremely serious decline in per capita food production 
of 6.7 per cent and there was a decline in output 
per capita in Iran where food production on a per 
capita basis 4~ ow declined for three years in 
succession. 


(c) Agriculture and employment 


Structural problems are still at the root of the 
inadequate levels of labour utilization in the agricul- 
tural sectors which result in low total agricultural 
production from the available factor mixes. There 
are distortions in the distribution of resources in 
agriculture in many of the developing ECAFE 
countries resulting from the disparity in the use of 
land, labour and other inputs between small and 
large farms. 


The most important causes of the disparity in the 
use of labour relative to other factors of production 
on small farms as compared with the large ones are: 
the uneven distribution of land; unequal access to 
some agricultural inputs, particularly credit and the 
modern inputs; unequal access to government services 
and the infrastructure that supports agricultural pro- 
duction, viz. irrigation, transportation, communication, 
marketing facilities, and technical information; tenure 
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systems which fail to provide tenants with security 
or which impose contractual obligations such as share- 
cropping arrangements upon them; and monopoly 
power on the part of landlords in the renting of land, 
or of large farmers in the hiring of labour, or of 
middleman in the purchase of outputs or supply of 
inputs. As a result of these conditions, small farms 
have too little land, too few of the requisites of 
productive agriculture, and too much labour, so that 
labour productivity is very low and the opportunities 
for the labour to be used effectively are limited; 
whereas, on the large farms, labour productivity is 
high because of the availability of land and other 
factors of production, but the number of people who 
can get employment is curtailed. 


It is thus obvious that programmes of agrarian 
reforms, including land redistribution and provision 
of credit and other inputs, will lead to higher pro- 
duction and employment from the available lan@ and 
labour. 


(d) Policy implications 


While there is still some scope for expansion of 
the cultivated area in a number of countries of the 
region’s developing countries, continued growth of 
agricultural output depends more and more on in- 
creased intensity of cropping and higher yields for 
individual crops. Fortunately, it would seem that, 
even on the basis of the already known high-yielding 
variaties, there are considerable possibilities for ex- 
pansion, but more adequate irrigation and fertilizing 
are needed. So far, the high-yielding varieties have 
been adopted most easily by larger farmers and the 
problem is now to include the small farmers in the 
“oreen revolution”, particularly for rice where small- 
scale farming dominates in all the region’s developing 
countries. The bottleneck here is not only informa- 
tion and education but also funds for financing the 
necessary increase in circulating capital (seeds and 
fertilizer) and fixed capital (tube wells and other 
irrigation facilities). Increased government efforts 
for keeping up the momentum of the “green revolu- 
tion” are urgently needed. 


It would also seem that adverse relations between 
output and input prices have played a role in retarding 
technological progress in agriculture. In most coun- 
tries, fertilizer prices seem to be too high to make 
the shift to the high-yielding, fertilizer-intensive 
varieties really attractive. Domestic fertilizer indus- 
tries produce at relatively high costs? and something 
needs to be done to bring fertilizer prices down to 
the “world-price”. Subsidization of fertilizers is a 
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possibility, but may not go to the root of the matter: 
in addition, it strains the already overburdened 
government budgets. If domestic fertilizer production 
is not competitive in the long run, consideration 
should be given to the possibilities of regional co- 
operation between member countries. 


Before subsidization is embarked upon, it should 
be ascertained whether an overvaluation of the cur- 
rency is at the root of*the matter. An exchange 
rate adjustment would bring the c.if. prices of 
fertilizers in domestic currency in line with the 
domestic producer prices, and agricultural output 
prices would increase at an unchanged domestic 
fertilizer price. In this way, the profitability problem 
of both fertilizer production and consumption might 
be solved in one stroke without subsidization being 
needed. However, whether the currency is overvalued, 
and to what extent, cannot be decided exclusively on 
the basis of the profitability of the fertilizer industry 
and agriculture, but has to be gauged in the broader 
context of the national economy. It may also hapnen, 
of course, that, even at more realistic exchange rates, 
fertilizer production and/or fertilizer consumption will 
prove unprofitable. Governments should investigate 
these matters and choose a viable long-term price 
policy that does not (as the case now seems to be) 
let agriculture carry the burden of developing indus- 
tries that may or may not be viable in the long run. 


The extension of the “green revolution” to small- 
scale farming is important not only from an output 
point of view, but also because it offers important 
possibilities of employment expansion; and both 
contribute to the eradication of mass poverty in rural 
areas. 


Well-implemented, comprehensive land reform 
programmes can provide widespread improvements in 
the social and economic conditions of the agricultural 
sectors; such programmes need to be integrated with 
measures to provide the beneficiaries of land redis- 
tribution and tenancy reform with supporting services, 
e.g. credit, technical assistance and marketing facilities. 
It is generally recognized that, with the available 
amounts of capital and the level of techniques pre- 
vailing in developing countries, there is, at least for 
ordinary field crops, no advantages of scale in agricul- 
ture. Thus, there is generally no loss of productive 
efficiency involved in land reform, while both employ- 
ment and output per hectare, and thus total output, 
tend to increase. 


Measures to provide small farmers and tenants 
with credit, technical assistance and marketing facili- 
ties are also necessary in order to make the production 
requisites of the “green revolution” widely available. 
Unless this is done, there is danger that the conditions 
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of the small producers will deteriorate as a result of 
the technical change. The provision of such services 
will make a heavy demand on trained personnel and 
financial resources, but there services are essential 
if social justice in the ECAFE region is to be 
improved, and if economic development is to be 
broadly-based. To be successful, however, land re- 
form requires a number of institutional reforms. 
The whole problem is discussed in chapter XII, 
sections (c) and (d) where measures undertaken in 
the region are surveyed. 


There has been some concern over tendencies to 
mechanization in areas where high-yielding varieties 
of cereals have been introduced. These are often 
encouraged by exchange rate, tariff, interest rate and 
taxation policies that reduce the cost of machinery 
to below its scarcity value. Mechanization, of course, 
diminishes the beneficial effects of the “green revolu- 
tion” on employment and mass poverty. In certain 
situations, however, selective mechanization can in- 
crease the demand for labour by accelerating critical 
operations or by releasing labour bottlenecks, thereby 
permitting the intensity and pattern of cropping to 
be changed in ways that increase year-round labour 
utilization and labour productivity. This calls for a 
policy encouraging selective mechanization. The 
problem, however, is to identify these situations. It 
could be better to achieve this by credit and pricing 
policies rather than through controls and licensing 
systems etc. 


Infrastructure projects, including rural works 


programmes, would be useful in providing employ- 
ment opportunities and would also raise the pro- 
ductivity of agriculture in the long run and lead to 
the diversification of the rural economy. Further, it 
is imperative that infrastructure in the form of social 
amenities, such as health, education and recreation 
facilities, be made available in rural areas, and not 
allowed to be concentrated in the cities. In this 
respect, a conscious and major effort is needed in 
most of the countries to break the impasse under 


which the dislike of personnel needed to implement 
programmes of agrarian reform for living and working 
in the rural areas inhibits the provision of such 
amenities. 


Technological developments are making it possible 
for new cropping and livestock combinations to be 
produced that can facilitate the steady utilization of 
agricultural labour and reduce its seasonality. Such 
diversification needs to be encouraged by technical 
and marketing assistance and by the appropriate 
pricing of inputs and outputs. Unless the “green 
revolution” is accompanied by positive measures to 
encourage diversification, there may arise severe 
adjustment problems associated with excess production 
of foodgrains. Diversification from foodgrains into 
livestock, poultry, vegetables, fruit, fish and various 
industrial crops can mitigate the danger of introducing 
mechanization which permanently replaces labour in 
order to break seasonal labour shortages. 


Even with a successful extension of high-yielding 
varieties and multiple-cropping, seasonal unemploy- 
ment of both farmers and landless labourers will 
remain a serious problem in many of the region’s 
countries. There is some discussion of efforts to cope 
with seasonal unemployment in chapter VII; measures 
dealt with there are construction works, industrial 
subcontracting and rural small-scale industries. 
Governments in this region seem to be increasingly 
aware of the seasonal unemployment problem. India 
has embarked on “crash programmes” for rural 
employment, but these have generally not been very 
successful and have created employment only for an 
insignificant fraction of the unemployed or under- 
employed. Success for such programmes requires 
that, rather than their being pushed by the central 
government on ad hoc basis, they should be an integral 
and normal feature of all investment and employment 
planning which should concentrate on the solution 
of this kind of problem. These are permanent pro- 
blems and should be solved by permanent methods. 
Ad hoc measures may do more harm than good. 
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Chapter VII 
INDUSTRIAL DEVELOPMENTS 


The Strategy of the Second Development Decade 
envisaged an average annual growth rate of manu- 
facturing output in developing countries by 8 per cent. 
Developing countries should promote industry to 
achieve rapid expansion, modernization and diversi- 
fication. They should expand industries that utilize 
domestic raw materials, supply inputs to both agricul- 
ture and other industries, and increase exports. They 
should prevent the emergence of unutilized capacity 
in industries. The Committee for Development Plan- 
ning has further emphasized the promotion of labour- 
intensive industries and removal of protectionism and 
other distartions that favour capital-intensive pro- 
duction. 


(a) Growth of manufacturing output 


Information on production in manufacturing 
industry is available for some countries until 197], 


but for some countries 1969 is the last year with 


Table I-24. MANUFACTURING INDUSTRY GROWTH RATES 


(n percentages) 


statistics. It is somewhat difficult therefore to gauge 
the development trend during the years 1971 and’ 
1972. Also, the indices of industrial production in 
some countries do not give adequate weighting to the 
new industries that have been established lately and 
the output of the sizable small-scale and cottage 
industries is not adequately reflected in the measures 
of industrial output. Where excess capacity had been 
built up, particularly in heavy industries, figures for 
current output underestimate the scope for increasing 
industrial output in the near future through adoption | 
of adequate policies. Nevertheless, some features of 
i>Jnstrial growth seem to stand out fairly clearly from: 

over-all measures of industrial growth. 


Looking back at the First Development Decade, 
the dev sloping countries of the region fall into two. 
groups: one with industrial growth rates well above. 
the target for the Second Development Decade (e.g. 


Value added Production ; 

Seo oma iad 1969 1970 1971 
Afghanistan . 5.15 ae oo — 
India . iden eae ek 5.9 6.6 4.7 3.0 
India (fiscal aad - ee 5.6° 6.7 6.8 3.7 4.0° 
Midanesia wy Je bos) assess ess 4.0 2.8% wet 15.0° nals 
Tran : ee Te 13.3 11.2 12.1 11.8 17.4 
Korea, Republic 7 ay itt ck 16.7 18.5 21.8 16.7 19.4 
Malaysia (West) Sasa ac: 10.4* sane 15.6 12.3 6.2 
Pakistan : 8.4 Wey, 12.8 2.8 ses 
Philippines. eee 9, 4.6 6.1 37 aah 8.4 
So Danke O58) (ceed pes 6.7 6.3 7.4 af 
Thailand ete. whl whee Eee 10.9 10.6° 
Sources: Production: 

Afghanistan: Asian Development Bank, Key Indicators, vol. III, No. 2. 


Malaysia (West): 
India (fiscal year): 
Indonesia: 
publication, Sales No.: 
Other countries: 
Value added: 


United Nations and other official statistics. 


* 1963-1968. 

» 1960/61-1969/70. 
~ Estimated. 

* 1960-1968. 

© Value added. 

© 1960/61-1969/70. 


Department of Statistics, Index of Industrial Production, June 1971. 
Government of India, Economic Survey, 1971-1972, p. 2. 

Economic Survey of Asia and the Far East, 1970, Part II (United Nations 

E.71LILF.1), 

United Nations Monthly Bulletin of Statistics, September 1972. 


a IIE’ _ ene nen eens 


Chapter VII. Industrial Developments 


Tran, the Republic of Korea, Pakistan, Malaysia and 
Thailand), and one with considerably lower growth 
rates (e.g. Afghanistan, Sri Lanka, India, Indonesia 
and the Philippines). At the end of the 1960s. how- 
ever, Indonesia and the Philippines had moved up 
into the first group and, unless drastic changes take 
_ place, this division of countries may be expected to 
prevail during the early years of the Second Develop- 
ment Decade. 


Around 1970, short-term developments were 
somewhat influenced by the recession of the developed 
countries. Thus, all the region’s developing countries. 
except the Philippines, experienced a lower rate of 
increase in industrial production in 1970 than in 
1969. The Philippines benefited from devaluation and 
the accompanying stabilization programme. In 1971, 
there were still some effects of the recession; thus, 
production growth continued to decline in India and 
Malaysia. However, there was increased industrial 
growth in Iran and the Republic of Korea, as well 
as in India where. at the end of 1971, there were 
some indications of an upswing. It stands to reason 
that the general conjunctural upswing in the developed 
countries in 1972 with the accompanying upswing 
of world trade will tend to be followed by increased 
industrial growth rates in the region, although textile 
exports from some countries, such as the Republic 
of Korea, Hong Kong and Singapore, have been 
adversely affected by the import policies of the United 
States. 


Table I-25. 
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(6) Mining, construction and utilities 


Up-to-date information for subsectors of industry 
other than that of manufacturing is generally not 
available. Table I-25 shows growth rates actually 
achieved during the First Development Decade in 
industry as a whole and its four subsectors: manu- 
facturing, construction, mining and utilities (electri- 
city, gas and water). In most developing countries, 
the rank size ordering of these subsectors according 
to share in GDP is the one just used, although, in 
Iran, mining (including oil extraction) is the largest 
subsector and, in Malaysia and Indonesia, mining 
dominates over construction. Natural resource endow- 
ments of oil and ore deposits explain these exceptions. 


Growth rates differed greatly between subsectors 
in the 1960s and it is difficult to find any common 
pattern of development. Generally, manufacturing 
industry has not been the leading sector measured in 
terms of growth rates. Utilities, the smallest sub- 
sector, was leading in seven countries out of nine 
and, apart from Sri Lanka, its growth rate was high 
everywhere; indicating the great need for infrastruc- 
ture in many areas of the region. After utilities, 
mining was leading in five countries out of nine, 
including the two big countries, India and Indonesia. 
Construction. finally, showed the weakest perform- 
ances, particularly in India and Indonesia. 


SELEcTED ECAFE countries: GROWTH RATES® 


OF INDUSTRIAL OUTPUT BY SUBSECTOR 


(in percentages) 


eriod 
Country (2-year averages) 


India 1960/61—-1968/69 
Indonesia 1960/61-1968/69 
Iran . 1960/61-1968/69 


_Korea, Republic of . 


Malaysia (West) 


1960/61-1969/70 
1960/61-1969/70 


Pakistan 1960/61-1969/70 
Philippines 1960/61-1969/7 

Singapore 1960/61-1969/70 
Sri Lanka 1960/61-1969/70 
Thailand 1960/61-1968/69 


Jubcry ining | Marcio ome aes 
5.4 6.2 63 32 12.5 
3.8 63 3.0 14 9.9 
13.1 14.4 13.2 8.9 26.0 
yee i7s> 2189, . 205 
6.9 2.3 10.4 6.2 11.8 
10.6 8.2 8.6 16.3 163 
6.2 9.2 6.5 oe 
18.8>\.9 (2206 er 475 10.4 
7.0 72 6.5 8.2 7.6 
12.0 14.3 10.9 13.0 21.1 


[cir nnn n nnn 
Sources: United Nations and national official statistics. 
* Growth rates are in constant prices, compounded. 
” Including sanitary services. 
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Growth rates in mining are of covrse very much 
determined by the known endowments of the various 
countries and the rate at which explorations are 
pursued and new finds are made. In some cases, 
e.g. tin, world demand and/or commodity agreements 
were decisive for the individual countries’ possibilities 
of expansion. Countries are generally aware of the 
importance of exploiting natural advantages in the 
form of mineral deposits. 


Growth rates in manufacturing depend upon 
investment levels, gestation lags. capital-output ratios 
and capacity utilization in a complicated way, and 
all these factors are amenable to economic policy. 
In India and Indonesia, all factors contributed to 
very low growth rates in manufacturing. Construc- 
tion is an investment activity. a capital goods industry, 
and is highly dependent for its size upon the level 
of investments and for its growth rate upon the growth 
of investments, which, to some extent at least, 
explains the remarkable differences between growth 
rates for construction from the very low growth rates 
of India, Indonesia and the Philippines to the very 
high rates in the Republic of Korea, Pakistan and 
Singapore. More than any other sector, the con- 
struction sector depends for its development upon 
planning and the economic policies adopted in the 
fieid of investments, and, being both labour-intensive 
and having a low import content, it is the sector which 
should be an obvious choice for countries with 
employment and/or balance-of-payments difficulties. 
To keep the construction sector large and fast-growing 


for the sake of employment, investments should be 
large and fast-growing. 


Part One. 


First Biennial Revi 


(c) Employment in industry 


In view of the unemployment problem that pr 
vails in many of the region’s developing countri 
(see chapter IV, section (b)) and the fast-growi 
labour force in all these countries, the employm 
problem is urgent or latent everywhere. Data o 
employment are scanty and infrequent; in so 
countries, population censuses or industrial and agr’ 
cultural censuses taken with long intervals are th 


only sources of information. 


Of the industrial labour force in the developin 
countries of the region, the majority (60 to 80 pe 
cent) is employed in manufacturing, with 15 to 3% 
per cent in construction. Mining and utilities employ 
only small fractions of the industrial labour for 
Malaysia being the major exception, with 14 per cen 
employed in mining. Where mining is dominated by 
oil, such as in Iran and Indonesia, it brings littl 
employment. : 

Manufacturing and construction are thus decisiv» 
for the development of industrial employment. Avail 
able data point to more rapid growth of employmem 
in construction than in manufacturing (see table I-26 
during the 1960s for all developing countries in the 
region, except Iran where the rate of employmem 
growth was about the same in the two sectors an 
Indonesia which showed a strong fall in constructior 
employment. However, the Indonesian data are from 
the years of economic disruption (1961 to 1964/65) 
and not representative of later developments. There 
is thus some indication that labour productivity ma* 
have risen faster in manufacturing than construction 


Table 1-26. SrLtecrep ECAFE countries: GROWTH RATES OF 


INDUSTRIAL EMPLOYMENT BY SUBSECTOR 


(in percentages) 


Electricity, 
Country Period Industry Mining aries sr al yt and 
. Indonesia E 1961-1964/65 0.3 —79 aD —7.6  —30.2 
fem, (3 age ee. be ele 1956/1966 45 0.4 45 43 16.0 
Korea, Republic of . 1960-1970 12.5 117 11.4 23.4 2.8 
Malaysia (West) 1962-1970 74 42 70 10.3 11.4 ; 
Pakistan 1961-1969 62 ey 8.7 8.1 : 
Philippines 1960-1968 2.5 7H 1.9 4.6 72 
Singapore... sa; % 1957-1965 ya 23 1.6 3.6 j Po 
Sri Lanka 1953-1963 0.9 —43 0.3 4.1 6.1 
Thailand . 1960-1969 5.0 —2.1 47 9.1 ZL 
Sources: United Nations and national official statistics. 
Note: India is excluded because of lack of comparable time series data. 
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It is a well-documented fact that, on balance, 
manufacturing industry has only been able to absorb 
a very minor part of the increasing labour supply 
in developing countries despite a rapid increase in 
manufacturing production. A recent, detailed ILO 
study ascribes this fact to a rapid fall in employment 
per unit of output in manufacturing, presumably as 
a result of an increase in capital intensity, which 
thus has prevented employment from increasing at 
the same rate as output. The fall in the employment/ 
output ratio has been particularly strong for the Asian 
region: from 1955 to 1966, this ratio fell to about 
half for the Asian region, against two-third in the 
world as a whole.* 


In itself the fall in the employment/output ratio 
in manufacturing is nothing to complain about; the 
inverse of this ratio is productivity per employed. 
A doubling of labour productivity in a decade is 
certainly a remarkable achievement which the ECAFE 
region should be applauded for. After all, this is 
what development is about. 


Moreover, the ILO estimates do not consider the 
employment that automatically follows in other sectors, 
such as trade, finance and transport, when industrial 
output increases. Industrial products are not final 
until they are in the hands of the users, and trade 
(wholesale and retail), finance and transport are in 
principle no less necessary and “productive” than 
manufacturing. Thus, the total employment/output 
ratio for industrial commodities is in fact considerably 
higher than what appears from data on manufacturing 
considered in isolation, and since, unfortunately, 
labour productivity in the distribution of commodities 
probably increases much more slowly than in manu- 
facturing, the total employment/output ratio has 
probably also fallen considerably less than the ILO 
calculations indicate. To put it in another way, it 
makes little sense to discuss employment generation 
through industrialization without including the em- 
ployment in distribution of commodities. 


Finally, if, despite an increase in output, indus- 
trial employment with the induced employment in 
trade, finance and transport do not increase ade- 
quately, the simple answer may be an increase in 
the rate of increase of industrial output. Countries 
with rapid industrialization and a high rate of growth 


of industrial output seem, as a matter of fact, to 


have had no difficulties in increasing industrial 
employment and reducing urban unemployment, des- 
pite a rapid increase in industrial labour productivity. 
The Republic of Korea is a well-documented example 


_ (see chapter IV, section (6) ). 


1 United Nations, Industrial Development: Asia and the Far East, 
1971, vol. I, pp. 149-155, in particular table on page 153. 


The real problem, therefore, is not that the 
employment/output ratio in manufacturing has fallen 
rapidly but that this fall may have been bought at 
too high a cost in terms of capital, so that, at a 
different investment pattern with a given amount of 
capital, both output and employment could have been 
higher at a, presumably, higher and more slowly 
falling employment/output ratio. 


The ILO study points out that, although in fact 
the majority of workers in manufacturing industries 
in the developing countries of the region were 
employed in the light, relatively labour-intensive (i.e. 
having a low capital/labour ratio) and capital-saving 
(i.e. having a low capital/output ratio) industries, 
the tendency during the second half of the 1960s was 
to invest in more capital intensive, labour saving 
industries. While investment in the “old” light in- 
dustries (textiles etc.) slowed down, it expanded 
vigorously in the machinery, fertilizers, petrochemicals 
(including plastics) and other heavy industries. The 
question then, naturally, is what could and should be 
done to reverse this tendency that clearly is detrimental 
to employment creation.” 


(d) Investments, construction and employment 


Investments in manufacturing have a generally 
recognized bias towards labour-saving methods. It is 
important to note that available data on the shares 
in total industrial value added and total industrial 
employment, respectively, of the four industrial sub- 
sectors point to the prevalence of even more labour- 
saving methods in construction than in manufacturing 
rather than the opposite. Of ten developing countries 
in the region, six seem to have lower labour-value 
added ratio in construction than in manufacturing, 
for two countries it seems to be about the same, and 
only two countries seem to have a definitely higher 
labour-value added ratio in construction. There are, 
admittedly, a number of serious pitfalls in the data 


2 One circumstance that complicates the discussion of this problem 
is that, almost without exception, information about capital/labour, 
capital/output and labour/output ratios is available only on the basis 
of actually chosen, presumably inoptimal techniques, and measured 
at actual domestic, presumably distorted output and factor prices. A 
heavily protected commodity may appear to have a low capital/output 
ratio at actual, protected domestic output prices but actually have a 
high capital/output ratio if output value were measured at competi- 
tive international prices, and so forth. Similarly, the capital/output 
ratio, as measured in an export country, will be higher than the ratio 
that should pertain to identically the same technology for an import- 
substituting country; this is so because the export country should cal- 
culate output values on the basis of f.o.b. prices, while the import- 
substituting country (until export is aimed at) should apply the 
higher c.i.f. prices. For some bulky, heavy commodities, the difference 
may be very substantial. Finally, there is, of course, the possibility 
that techniques with a lower capital/output ratio than those actually 
adopted in developed countries could be adopted in developing 
countries. Measured capital/labour and capital/output ratios may 
therefore be misleading as guides to investment policies in developing 
countries and should be used with appropriate caution. 
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upon which these calculations were made;? and further 
investigation into the matter is urgently called for, 
because, if it should really be the case that construc- 
tion actually tends to be more labour-saving than 
manufacturing in the region’s developing countries 
(which has been convincingly argued below to apply 
to labour-saving techniques in manufacturing), there 
must, indeed, be something entirely wrong with the 
choice of technique in construction. The widespread 
use of high-capacity earth-moving and road-building 
equipment in some developing countries, and their 
imitation of developed countries in the choice of urban 
building styles, designs and methods, are circumstan- 
tial evidence only, but it adds to the suspicion that 
construction techniques also are by far too labour- 
saving and probably also too capital-intensive. 


In addition to construction activities being too 
labour-saving, that share of construction in invest- 
ments has to be considered. The total value of fixed 
investments can be broken down on machinery and 
equipment on the one hand and output from con- 
struction activities on the other. The distinction is 
an important one for developing countries because, 
while machinery and equipment (evalued so as to 
include all domestic costs through instalment and 
trimm‘ng) have a very high import content and a 
very low domestic employment content, output from 
construction activities can be made extremely labour- 
intensive and thus have a very low import content. 
Everything else being equal, developing countries 
should prefer investments with a relatively high 
content of labour-intensive construction. Both the 
balance of payments and the employment situation 
would benefit from such an investment policy. It 
would seem, however, that there may be a bias in 
the opposite direction. 


Only six developing countries in the region 
present up-to-date statistics on this matter, and the 
quality of the data may not be equally satisfactory. 
For these countries, table I-27 shows total fixed 
investments as a percentage of GNP, with a percentage 
breakdown on machinery and equipment, construction, 
and gross value added in construction as a percentage 
of GDP. Clearly, the share of value added of con- 
struction in GDP will tend to be higher the larger 
the share of construction output in fixed investments 
and the larger the share of fixed investments in GNP. 
The share of fixed investments varies widely, from 
9.1 per cent in Indonesia (1968) to 23.0 per cent in 


3 Primary data are poor, sector delineations may differ for value 
added and employment data, and methods of estimating value added 
may differ between countries. Even at correct data, market imper- 
fections and factor prices may differ between subsectors and countries 
and create differences in value added per employed that have nothing 
to do with real factor use. Moreover, differences in the composition 
of value added in manufacturing and construction between countries 
affect the comparisons. 
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Thailand, and so does the share of value added in 
construction in GDP, from 2.1 per cent in Indonesia 
to 5.7 per cent in Thailand. The construction content 
in fixed investment also shows substantial variations, 
from 38.5 per cent in the Philippines to 71.2 per cent 
in Sri Lanka. There may be a tendency for the 
construction content in fixed investment to be lower 
the higher the level of fixed investment, but it is 
difficult to see any special tendency with respect to 
the share of construction in GDP. 


Table I-27. INVESTMENTS AND CONSTRUCTION IN 
THE ECAFE REGION 
Fixed investments 
- Value added 
Total Of which, percentage of in con- 
percentage total fixed investment, struction, 
of GNP at at current market prices percentage 
current . of GDP at 
market Machine Construc- f LBs 
prices ed ep aad? tion AES: 
(1) (2) (3) (4) 
Indonesia (1968) . 9.1 42.2 57.8 2:1 
Korea, Rep. of (1966) 20.2 44.9 55.1 3:7) 
Malaysia (1966) ; 14.9 325 67.5 3.4 
Philippines (1967) . 197 61.5 38.5 3.2 
Sri Lanka (1968) . 14.6 28.8 TL 2 6.2 
Thailand (1967) 23.0 47.8 52.2 5.7 


Sources: National Accounts of Less Developed Countries, 1959- 


1968 (Paris, OECD, 1970); and United Nations Year- 
book of National Accounts Statistics, 1970. 


To bring out possible tendencies more clearly, 
a study was made for 20 developed OECD countries 
and for two sets of developing countries (16 appearing 
in OECD statistics and 36 appearing in United Nations 
statistics) regarding the relation between the share 
of fixed investment in GNP at current market prices 
and the share of construction in GDP at current 
factor cost, as well as the relation between the share 
of fixed investment in GNP and the share of con- 
struction in fixed investments. 


In both developed and developing countries, there 
is an unequivocal tendency for the share of construc- 
tion in GDP to increase with the share of fixed 
investments in GNP. For both types of countries, 
an increase in the share of investments in GNP by 
one per cent is accompanied by an increase in the 
share of construction in GDP by about 0.2 per cent: 
slightly more, perhaps, for developing countries. On 
average, a one per cent increase in the share of 
investment in GNP leads to a 0.7 to 0.8 per cent 
increase in the share of construction in developing 
countries, against 0.5 per cent in developed countries. 


4 National Accounts of OECD Countries, 1953-1969 (Paris, OECD, 


1971); National Accounts of Less Developed Countries, 1959-1968 
(Paris, OECD, 1970); United Nations Yearbook of National Accounts — 
Statistics, 1970. The data for the 16 less developed countries in the 

OECD statistics are probably more reliable on average than those of — 
the 36 developing countries in the United Nations statistics. 


Fig ee ey ee ey, EE Sy Ee a 


Chapter VII. Industrial Developments 


Furthermore, at any given share of investments 
in GNP, the share of construction in GDP is much 
lower in developing than in developed countries. At 
very low shares of investment, the difference is 2.5 
per cent; at very high shares it is 1.5 to 2.5 per cent. 
Two possible explanations of this surprising pheno- 
menon offer themselves immediately; and there may 
be others.® 


First, relative prices of machinery and equipment 
and output from construction may differ systematically 
between developed and developing countries. Ma- 
chinery and equipment are traded internationally and, 
apart from taxes (tariffs) and subsidies and transport 
costs, which are relatively low for such goods, their 
prices will presumably tend to be the same in all 
countries (although prices for capital goods acquired 
by developing countries as bilateral aid may tend to 
be relatively high). However, output from construc- 
tion consists everywhere of non-traded, domestic 
goods, and their prices may differ widely because 
relative primary factor prices, adjusted for efficiency, 
differ between countries. In developed countries, 
construction is typically a high-wage industry because 
building workers’ unions are generally strong and 
housing often subsidized, so that both wages and 
profits in construction tend to be relatively high. 
In developing countries, construction is typically a 
low-wage industry employing largely unskilled, un- 
organized labour. These circumstances together could 
account for a higher share of construction in invest- 
ments and, hence, at a given share of investments in 
GNP, for a higher share of construction in GDP in 
the developed countries, all measured in value terms 
at current market prices. If the elasticity of sub- 
stitution happened to be low, the high share in value 
terms might concur with a low share in real terms. 
However, the fact that the percentage of economically 
active persons in construction is much higher in 
developed countries (6-10 per cent) than in developing 
countries (1-2 per cent), speaks definitely against 
the explanation.® 


Second, there might tend to be a bias in deve- 
loping countries against investments with a high 
construction content. It should cause no surprise if 
such a bias existed. For two decades, it has been 
held against infrastructure and housing investments 
that high capital/output ratios and/or slow returns 
should make these construction-intensive investments 
inappropriate for a policy that aims at maximizing 


5 The construction sector is always difficult to handle statistically. 
The possibility should not be excluded that differences between in- 
dividual countries may reflect differences of assumptions behind the 
statistical estimates rather than real differences. 

6 Narasimhan, N. V. A., “Impact of construction on employment 
(with special reference to India)”; in Ridker and Lubell, op. cit., 
vol. II, p. 738. 
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the GNP growth rate; the bias in favour of industrial 
rather than agricultural investments has worked in 
the same direction. Overvalued currencies and other 
forms of low effective exchange rates for imported 
machinery and equipment and low interest rates also 
serve to promote substitution of machinery for 
construction.” 


Statistical analysis indicates, although at a low 
level of significance, that a bias against construction 
in investment planning in developing countries may, 
indeed, be part of the explanation. In developed 
countries, the share of construction in fixed invest- 
ments seems to increase with the share of fixed 
investments in GNP. For developing countries, it 
would seem that this may not be the case. At an 
increasing share of investments, the share of con- 
struction in investments declines sharply for the 16 
countries from OECD statistics and is about constant 
for the other sample of countries. This, whereas, 
at a very low share of investments (about 12 per cent 
of GNP), the share of construction in investment is 
about the same (55 to 57 per cent), at a very high 
share of investment, the share of construction is about 
64 per cent for developed countries, against 50 to 58 
per cent for developing countries.® 


To put it in another way: while, at a 25 per 
cent level of investments, a developing country would 
tend to use $49-$42 for machinery and equipment 
per $100 investment, the developed country would 
only spend $38 on machinery and equipment. Were 
the developing country able to adopt the pattern of 
the developed country, its import of machinery and 
equipment would decline by $11-$4, or by 23-10 per 
cent. There would thus be a substantial foreign 
exchange saving because the direct and indirect 
import content -in output from construction activity 
is low. At the same time, there would be a sub- 
stantial gain in employment. If all machinery and 
equipment were imported, there would be littie 
domestic employment related to this part of invest- 


ment, and the change in the composition of investment 


that would save 23-10 per cent of capital goods 
imports might increase employment in investment 
activity by some 22-7 per cent. 


It stands to reason that it is in the developing 
countries that investments are distorted by policy bias. 
There is little over-all investment planning in develop- 
ed countries; in particular, it should be noted that 
it is not residential construction that explains the 
increase in the share of construction in investmen! 
as the level of investment increases. Some developed 


7 Ibid., p. 747-751. 

8 When here, and in the following paragraph, two ugures are given 
for developing countries, the first refers to the OECD sample and the 
second to the United Nations sample. 
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countries pursue vigorous housing policies and_ it 
might be thought that such countries would tend to 
get both a high level of investments and a high share 
of construction in investments. However, that does 
not seem to be the case; there is no appreciable 
tendency for the share of residential construction in 
investments to increase with the level of investment 
in developed countries. Thus, it would seem to be 
in the nature of things that a higher level of invest- 
ments implies a higher share of construction in 
investments in developed countries. It is hard to see 
why the nature of these things should be different in 
developing countries and it seems likely that deliberate 
policy is responsible. Developing countries often 
practise general investment planning and, as already 
mentioned, standard methods of development planning 
have in fact been biased in favour of machinery 
and equipment and against construction because of 
the high capital/output ratio and foreign aid financing. 


Not all countries suffer from this kind of bias. 
The Indian Government, for instance, follows a 
deliberate policy of using highly labour intensive 
methods in road construction, partly through letting 
local, private, small-scale contractors be in charge of 
the construction work. Such contractors, eah of whom 
may only build a few miles of the road, do not 
have access to cheap capital and are only capable 
of working in labour-intensive techniques. It should 
be emphasized that neither quality nor construction 
time need suffer from such methods.® 


Thus, while capital/output ratio and rapid-return 
planning, together with overvalued currencies, may 
have implied a bias against construction and employ- 
ment in investment activities and in favour of capital 
goods imports, there is a question as to whether and 
by how much the growth rate would suffer from a 
switch towards a higher construction content in 
investment. The benefits in terms of employment 
and foreign exchange saving are obvious, but there 
might be a trade-off against the GNP growth rate. 
Fortunately, the standard capital/output ratio argu- 
ment to this effect is erroneous. Apart from other 
weaknesses, it assumes that the amount of capital 
available for investment is given and that it is com- 
pletely malleable and can be invested in any concrete 
kind of capital goods; thus, it is based on an entirely 
unrealistic theory of capital. Capital, or rather, 
available real investment possibilities may be of such 
a nature that they can only be used for producing 
specific capital goods. If not used in this specific 
way, the investment possibilities will be foregone and 
“capital” will be lost to the same extent. This is 


© Ridker, R. G., “Employment and unemployment in Near East and 
South Asian countries, a review of evidence and issues” in Ridker and 
Luhell, of. cit., vol. I, p. 40-41; Narasimhan, N. V. A., op. cit, in 
ibid., vol. Il, p. 751. 
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what happens when unskilled unemployed could be 
employed in an extremely labour-intensive capital 
goods industry (construction) but could not be 
employed elsewhere; seasonal unemployment in agri- 
culture is the most clear-out example. 


It is usually argued that the consumption of the 
construction workers will lead to a corresponding 
increase in the balance of payments deficit and that 
capital goods imports will have to be cut back, so 
that total investment will not increase and may even 
fall. However, total consumption does not need to 
increase, First, even unemployed people consume, 
although usually at a relatively low level; they may 
live on temporary savings or loans or on support 
from their families. Their increase in consumption 
may thus fall short of their earnings. Second, if the 
construction works are financed by taxation, only a 
redistribution of private disposable income and con- 
sumption will occur: per capita consumption in the 
country will remain unchanged, while the construction 
workers (and their families) will be somewhat better 
off and the rest of society somewhat worse off (in 
terms of consumption). At the same time, total 
investment will increase and so will domestic saving 
in the form of public saving: tax revenues have to 
be increased sufficiently to cut down other private 
consumption by the same amount as the increase in 
the construction workers’ consumption, but the 
Government will only spend on capital account and, 
hence, increase its saving. 


It is clear that if, in this way, new investments 
are added to already existing investment programmes, 
the growth rate will increase without any sacrifice in 
terms of per capita consumption and without addi- 
tional balance-of-payments problems. It is then also 
clear that, if existing investment programmes are 
shifted somewhat towards more construction-intensive 
prograrames and sufficient public saving is created, it 
may still be possible to keep the growth rate un- 
changed at an improved balance of payments, or at 
an increase in per capita consumption. 


With unemployed, unskilled labour available, 
tax-financed construction works may thus’ serve as an 
economical import-substitute, creating employment 
and income redistribution in favour of the poorest 
classes, increasing and shifting savings toward public 


saving and improving the balance of payments without — 


sacrificing either the GNP growth rate or current per 
capita consumption, 
pursued is a matter for investigation. It would seem, 
however, that the effective limitation is not in the 
amount of useful construction works that can be 
undertaken; the needs for better housing, roads, flood 
controls, land improvement, repair and maintenance 
of existing irrigation networks and so forth are— 
immense, indeed. 


How far such policies can be — 
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_ 4 traditional market economy, increased 
is indispensable for this kind of policy to 
4 Given overvaluation and high tariffs on other 
‘Imports, increased import taxation on capital goods 
would be helpful and good from a resource allocation 
point of view in that it would reduce demand for 
ed capital goods. It is doubtful, however, 
ex such taxation would reduce current consurap- 
Sreufiiciently: the increase im taxation is needed 
p prevent total consumption from increasing, If the 
country does not have the administrative capability 
to increase such taxes, or can only raise taxes with 
‘strong, unfortunate side-cffects, the policy is not 
feasible unless other organizational forms can be 
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_ China provides an example worth considering in 
thi context, as the importance of employing otherwise 
unemployed people in very labour-intensive capital 
formation is well recognized. With the raral corm- 
muunes, an organizati form has been created which 
(within the limits of full employment) controls the 
— of labour performed by the members of the 
mune at a given level of total consumption in 
‘the commune. In this system, local construction 

1 es 
t without any need for tax financing. 
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ith a market economy based on private property 

pit: It would seem that compulsory agricultural 
o-operatives in areas with exclusive smal) farming 
d Detsnce after land reforms, might have possibilities 
on the basis of majority decisions for organizing 
labour in a similar way, at least when the construction 
benefit the farmers as a whole. 
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There is first the obvious point, already made. 
that, at a given rate of increase in labour productivity, 
industrial employment will increase faster the higher 
is the rate of growth of industrial output. Countries 
with 2 low rate of growth of industrial output—and 
at the beginning of the Second Development Decade 
they comprised more than half of the population of 
the region's developing countries (excluding China) 
—should certainly make efforts to accelerate industrial 
output growth either through better utilization of 
capacity or through an increase in the share of 
investments in GNP. It so happens, not accidentally, 
that the most important of these countries, India, not 
only has plenty of unutilized capacity and a modest 
share of investments but also a substantial poverty 
problem. It is true that there seems to have been 
a tendency for the rate of increase in labour pro- 
ductivity to increase with the rate of growth in output, 
but there is nothing to indicate that this relation 
should be so strong that an increase im the rate of 
growth in output should lead to a fail in the rate of 
increase in employment. Moreover, this relation is, 
partly at least, the outcome of various biases im 
favour of investments im umneconomically capital- 
intensive industries and projects. To cope with these 
biases, it is imsportant to understand that they spring 
from a number of partly unrelated external and - 
internal circumstances and economic policies. 


First, there may be a preference for capital- 
intensive, labour-saving techniques and projects on 
grounds of prestige and visibilities. Advice on the 
choice of technology is often given by engmeers from 
or trained im the advanced countries; to such 
engineers, high productivity is synonymous with high 
capital intensity in view of the factor endowment to 
which they are accustomed. Sales agencies from 


credits) where purckasts are’ tied to the aidewing 
country. This kind of aid rales out the flexibility of 
choice that follows from the possibility of alternative 
techniques being available im the various advanced 
countries. If aid is forthcoming from one country. 
it has to be used to purchase that country’s capital 


pee ra! the fewer labour-imtensiv 
tgs employed, the smaller wil be the oppor 
unity to improve and develop a wider range of 
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labour-intensive techniques. Techniques are improved 
and developed through use and research: if labour- 
intensive techniques are not used extensively, they 
will suffer from innovational stagnation and lose out 
to competition from capital-intensive techniques. 


Future policy, in the developing as well as the 
developed countries and the international level, must 
be directed towards removing the obstacles, mentioned 
above, which discourage the use and development of 
labour-intensive techniques. Planners and investors 
in the developing countries should be aware of the 
problem. Similarly, greater national expenditure as 
well as international assistance for manpower training 
to remove the shortage of organizational and mana- 
gerial skill in working with labour-intensive technology 
is an important help in encouraging the use of labour- 
intensive techniques. The dearth of supervisors, 
technicians and key skilled workers, for example, 
hampers the operation of additional shifts in the 
Manufacturing industries—an obvious way of gene- 
rating more employment. Skill shortages arise partly 
because the social returns form expenditure in training 
commonly exceed the private returns. Subsidies to 
entrepreneurs for encouraging expenditure on training 
could compensate for the fact that private employers 
who spend money on iraining their labour force may 
lose trained workers to competitors. Institutional 
training also needs to be increased. In addition, 
there is a need for regional and interregional co- 
ordination of efforts and assistance for the develop- 
ment of technology appropriate to the labour-abundant 
countries. It is to be hoped that expanded trade 
and aid connexions with China will be conducive to 
such efforts. 


In a more indirect way, the choice of technique 
is influenced by policies that affect output and input 
prices. Output prices are usually heavily distorted 
in developing countries through varying arrangements 
for protection of domestic production (tariffs, import 
licensing, export subsidies and so forth) or for taxing 
domestic production (export taxes). Such output 
price distortion may imply substantial losses in terms 
of output through misallocation of resources, but it 
is not possible to say, a priori, whether it will imply 
a bias in favour of labour or capital intensity. 
Generally, protection in these countries has not been 
designed so as to favour any particular factor of 
production but rather to promote import substitution 
for commodities that have weighed heavily on the 
balance of payments or to the benefit of particularly 
influential social groups. If factor endowments were 
exclusively decisive for the composition of foreign 
trade, import substitution should tend to promote 
production of commdities that are capital-intensive in 
the exporting country. That would not necessarily 
imply, however, that a capital-intensive technique 
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would be chosen in the import-substituting country, 
and, moreover, factor endowments alone do not 
explain foreign trade. 


In recent years, however, import-substitution and 
export-promotion policies seem to have affected in- 
vestment policies in the direction of capital-intensive 
industries. Direct foreign investments are to some. 
extent responsible for this trend, but, since such capital 
might not have been forthcoming for other industries, 
it cannot be said to have been directly harmful to 
employment; although the contributions to employ- 
ment may have been low, it may have been better 
than nothing. More important, however, is that the 
investment outlets have become small in some of the - 
important, old, light and labour-intensive, capital- ! 
saving industries because domestic self-sufficiency has | 
been obtained and the scope for exports is limited. © 
If lack of competitiveness were the reason for export © 
dificulties, foreign exchange adjustments would be az 
correct solution, but, in some important cases, quota” 
policies in the developed couniries are the major = 
constraint. Textiles, of course, is the outstanding : 
example. The result has been a shift to investment- 
in heavy capital goods industries, such as machinery, 
for which there is a domestic market and for which 
foreign markets may not be blocked. Something may_ 
be done by domestic planners in choosing capital 
goods production that is not too capital-intensive; © 
for this, a foreign exchange policy with realistic - 
exchange rates is useful. However, part of the solu-_ 
tion to this problem is clearly in a shift of trade” 
policy in the developed countries, reducing the pro-~ 
tection for their own non-competitive labour-intensive | 
industries. ; 


2 
Nevertheless, part of the responsibility for the = 
encouragement of capital-intensive techniques must be 
borne by the developing countries themselves because ~ 
of the distortion of factor prices implied by various 


policies and practices common in these countries. 


Ai present, a number of policies are followed that 
aim at stimulating private investment: as a by-product 
these tend to encourage capital-intensive methods of 
production. They include: (a) low effective a 
rates at imports of capital goods through overvalued 
currencies and particularly low tariff rates; (b) pre- 
ferential licensing of capital-intensive investment; and. 
(c) large and accelerated depreciation and investment 
allowances at income taxation. To the extent that 
such policies encourage capital intensity, they need 
to be discontinued. Measures to encourage private 
investment should preferably work through the costs 
of financial capital, that is through the rate of interest 
and not through direct or indirect subsidies that 
lower the prices (rentals) of capital goods. 
incentive given through subsidizing the price of ca 
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goods can always be replaced by a sufficiently low 
rate of interest on financial capital. This is not to 
say that sufficient incentive to promote private invest- 
ment can always be created in either of these ways. 
The point is only that what can be done through 
special subsidies can also be done, and done better, 
through the rate of interest. 


There are special reasons for warning against 
production subsidies from the government budget. 
Revenue collection is a severe development constraint 
in all developing countries; the larger the demands 
on existing revenue for subsidization the narrower 
is the scope for expansion of badly-needed government 
services and for financing investments. 


Moreover, there should be encouragement of 


labour-intensive manufacturing activities through sub- 
contracting, especially in the rural areas, in order to 


take maximum advantage of the local labour supply 
as well as dispersed entrepreneurial capacity. This 
may be one way of tackling seasonal rural unemploy- 
ment. More attention has to be directed to the inter- 
dependency of the agricultural and non-agricutural 
sectors in most of the developing countries of the 
region. Such interdependency, both physical and 
institutional, is very much in evidence in all of the 
relatively few “success” cases. Subcontracting has 
also important incentive-related side-effects with res- 
pect to agricultural productivity change. 


As discussed in detail in the preceding section, 
efforts should be made to increase the share of 
construction in investment and to make construction 
more labour-intensive and capital-saving. Rectification 
of the policy and planning biases discussed above 
will be helpful for this purpose, but more specific 
organizational efforts may have to be made, in parti- 
cular to mobilize seasonally idle rural labour in 
productive construction works and initiative at the 
local level. 


Finally, it must be stressed that efficiency in 
production is extremely important for developing 
countries. At their low levels of income, waste of 
resources should obviously be avoided as far as 
possible. To obtain efficiency in production it is 
frequently prescribed that investment and production 
patterns should be guided by international commodity 
prices, wherever possible, at realistic exchange rates 
and factor prices. On this basis, some developing 
countries are then criticized for misallocation of 
resources through distortion of prices related to taxes 
and quotas on imports and exports, overvalued cur- 
rencies, minimum wages, and so forth. Planners in 
a number of developing countries often feel such 
criticism misdirected because the price distortions are 
assumed to serve specific purposes. There are several 


arguments which are given to justify such inter- 
ferences with the market prices: 


First: The problems of income distribution 
cannot always be handled without intervention in the 
price system. Countries may not be willing to under- 
take the sweeping redistributions of wealth that might 
be necessary to establish an equitable income dis- 
tribution without extensive resort to income transfers, 
and, practically speaking, all income transfers via the 
public budget (taxes and subsidies) do affect resource 
allocation. Moreover, the administrative capabilities 
of developing countries to raise revenues and distribute 
transfers set narrow limits to the redistribution that 
can be accomplished through the budget. Hence, 
prices may have to be fixed so as to satisfy income 
distributional objectives in a trade-off against pro- 
duction efficiency. 


Second: Public services which have no prices 
and are distributed free of charge to the population 
have to be taken into account in all considerations 
of resource allocation. Such services require that 
part of the country’s resources are allocated to the 
government sector and revenues have to be collected 
for financing the purchases of these resources. The 
public sector’s purchases of goods and services affect 
factor prices, and the tax system inevitably influences 
the price system, and, hence, the allocation of re- 
sources in the private sector. Since public services 
add to the well-being of the population and to growth, 
price “distortion” related to the existence of the public 
sector does not necessarily imply misallocation of 
resources, 


Third: Externalities in both production and 
consumption, in space as well as in time, implies 
that market forces based on undistorted prices will 
not find the socially best possible resource allocation, 
and, for that reason, intervention with the price system 
may not only be justified but even necessary. The 
infant industry argument belongs to this category. 


Fourth: ‘Markets may not be perfectly competi- 
tive, in which case government intervention concerning 
prices and/or quantities may be needed even to 
accomplish efficiency in production and investments. 


Fifth: The Government may disagree with pri- 
vate preferences and may for that reason want to 
accomplish a different structure of the economy than 
would follow from simple efficiency criteria based on 
private consideration. It is well-known, for instance, 
that fulfilment of growth targets may require a higher 
level of domestic savings than would be forthcoming 
voluntarily from the private sector, in which case 
increased public savings may be the answer. How- 
ever, that means interfering with both market prices 
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(through the taxes necessary to increase public 
savings) and the rate of interest (through the in- 
creased supply of credits). Limitations on trade in 
drugs is another case in point. 


All these considerations modify the simple pre- 
scription that Governments should not “distort” prices 
and justify various kinds of interference with the price 
system. However, what needs to be emphasized is 
that the mere possibility of justified prices distortion 
in certain specified circumstances should not serve 
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as an argument for ignoring productive efficiency. 
It is at this point that practical planning in most 
cases is open to criticism. It too often happens that 
efficiency considerations are brushed aside with vague 
references to externalities and the like, thus leading 
to price distortions having harmful effects on both 
efficiency and distributional consideration. It is 
against such practices, which seem to be common, 
that the discussions of price distortions in this and 
other chapters are directed, 
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Chapter VIII 
SOCIAL DEVELOPMENTS 


As the ultimate purpose of development is to 
provide all people with increasing opportunities for 
a better life, the Strategy for the Second Development 
Decade emphasized the need to expand and improve 
facilities for education, health, nutrition, housing and 
social welfare, and to safeguard the environment. 
It is generally recognized that such developments 
should be integrated with economic development in 
a unified approach. In this chapter, the efforts made 
in these fields in the developing countries of the 
ECAFE region are surveyed, but they should be viewed 
against the background of the problems of unemploy- 
ment, income distribution and mass poverty that were 
discussed in chapter IV above. 


(a) Consumption and nutrition 


Consumption throughout the ECAFE region is 
dominated by food expenditures, although, as would 
be expected, the dominance of this household budget 
item is less in countries with higher per capita income 
levels and among the higher-income groups within 
each country. Table I-28 contains partial data on 
the role of household food expenditures in various 
ECAFE countries and in urban and rural areas of 
some of these countries. Although these data are not 
strictly comparable, they illustrate the importance of 
food in household budgets throughout the region and 
particularly in the budgets of the poorest households. 
The most striking case is Indonesia, where about 80 
per cent of households spent about 80 per cent of 
their budgets on food in 1964/65. In sharp contrast, 
some 62 per cent of households in Japan spent about 
34 per cent of their budgets on food during 1968. 


A review of official studies of consumer expendi- 
ture patterns conducted by the International Labour 
Organisation (ILO) has found that in India there has 
been only a marginal decline over the last 15 years 
in the percentage of poor families’ expenditures going 
for food. Expenditures on basic necessities as a 
percentage of total household budgets have declined 
more rapidly in the Republic of Korea and several 
other developing ECAFE countries in recent years, 
indicating significant improvements in living stand- 
ards, although they remain considerably below those 
prevailing in the advanced countries of Western 
Europe and North America. Finally, in a third group 
of countries, including Indonesia, Pakistan and Sri 
Lanka, there has been no noticeable change in the 


percentage of household expenditures on food in 
recent years. 


Table 1-28. SrLectep ECAFE countriEs: 
HoUSEHOLD FOOD EXPENDITURES RELATIVE 
TO TOTAL HOUSEHOLD EXPENDITURES 


Nverawegaod Percentage of 


households 
expenditures as with food 
Country Year percentage of expenditure 
total ratio higher 
expenditures than the average 
India: 
Rucale ae see Cee 1963/64 70.1 74 
Wrbant) 9 ee 1963/64 59.6 69 
Indonesia: 
Ruraly che til aes 1964/65 81.3 91 
Wirbanwew ae wes 1964/65 Wie: 45 
Korea, Republic of . 1967 Sis) 67 
Pakistan: 
Rartall s.r 1965 65.3 87 
Wikbagh aan maces 1965 51.0 93 
Philippines . . . 1965 53.7 86 
Si vat kes 1963 56.2 ie 
Japan eu ee ee 1964 34.0 62 


Source: Statistical Yearbook for Asia and the Far East. 


Consumption patterns also improve when food 
prices are reduced, thus freeing household budgets 
for other purposes. At present, the “green revolution” 
is dealing with the consumption problem from this 
angle. Food availabilities have improved in a number 
of developing ECAFE countries in recent years, cases 
in point being India’s success in averting the food 
crisis of the mid-1960s and Indonesia’s, Malaysia’s 
and the Philippines’ recently reduced dependence on 
foodgrain imports. However, the number of human 
beings to be fed is also rising inexorably, and there 
is every reason to fear that, unless the “green 
revolution” is sustained, the crisis conditions of earlier 
years may reassert themselves. 


Several countries in the region have undertaken 
large-scale programmes aimed at guaranteeing minimal 
food-intake levels through subsidizing producers, 
stabilizing prices and/or supplying consumers in 
greatest need at below-cost rates from foodgrain buffer 
stocks. One of the most massive programmes exists 
in Sri Lanka w ere the Government subsidizes pro- 
ducers in the form of guaranteed minimum ex-farm 
prices of rice and certain other staple food crops 
and subsidizes consumers in the form of rice coupons. 
The total cost of the subsidization programme, in- 
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cluding the Government’s expenditure on rice imports 
to provide an adequate food supply, amounted to Rs 
571 million in 1969/70 and rose to an estimated 
Rs 627 million in 1971/72. The growth rate of this 
subsidization programme, being far higher than the 
growth rates of GDP or population, indicates in- 
creasing government involvement in maintaining basic 
consumption standards among the public at large, 
although the programme puts pressure on both balance 
of payments and government budget and has con- 
tributed to the fall in the investment ratio. 


In the past, India employed similar subsidization 
measures at the state and local levels. At present, 
however, the most important programme is the 
accumulation of buffer foodgrain stocks by the central 
government. Sizable advances have been registered 
in this programme in the last few years as a result 
of the breakthrough on the agricultural production 
front, but, in the process, new problems have been 
created, among them storage and transport bottle- 
necks. The Government’s long-standing policy of 
subsidizing both producers and consumers through 
standard procurement and issuance prices is coming 
under increasing strain as the volume of food pur- 
chased and sold is expanding. 


The easing of the food situation in many ECAFE 
countries under the impact of the “green revolution”, 
and the intervention of public agencies in regulating 


Table 1-29. SrLectep ECAFE countTrRIEs: 
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the marketing process, cannot be considered sufficient 
to have permanently or fully erased the food problem. 
While the spectre of famine may have been tem- 
porarily averted in much of the region through recent 
gains in productivity and distributional efficiency. 
undernutrition and malnutrition can still be observed 
in many areas. It is disturbing to note that, in a 
number of developing ECAFE countries, between one- 
quarter and one-third of households can be considered 
undernourished. In others, the nutrition problem is 
only slightly less pressing; apart from the prevalence 
of outright hunger, diets in many areas remain un- 
balanced, featuring shortages of proteins, essential 
minerals, and vitamins, and thus impairing health 
and vitality and inducing deficiency diseases.? 


Nutritional data for the ECAFE countries are 
not very up-to-date nor do they cover a time span 
permitting a clear view of trends, but, from the 
limited information available (see table I-29), it can 
be deduced that there has been very little progress 
in the region in recent years toward higher calorie 
and protein levels or in the direction of more varied 


1 For example, vitamin A deficiency frequently accompanies low 
protein intake in India, Indonesia and other countries of the region. 
In addition to stunted body growth, it is estimated to cause about half 
the cases of blindness 1n affected countries. In various areas, particu- 
larly the uplands, where fish and salt are scarce commodities, iodine 
and iron deficiencies are endemic, causing goitre, anaemia and other 
health problems. 


NET FOOD SUPPLIES per capita 


(grammes/day unless otherwise stated) 


Potators 


Country Year Cereals pe fe 
foods 
Afghanistan 1961-1962 495 —_ 
: 1964-1966 503 2 
Burma . 1964-1966 419 6 
China 1960-1962 352 223 
1964-1966 387 247 
Hong Kong 1964-1966 323 45 
India 1960-1962 383 29 
1966-1968 370 42 
Indonesia 1963-1965 306 407 
Iran 1960 394 10 
1964-1966 362 18 
Japan 1960-1962 411 181 
1966-1968 379 174 
Khmer Republic 1964-1966 471 16 
Korea, Republic of 1962 512 136 
1967 582 117 
Laos « me 1964-1966 500 21 
Nepal . . . 1964-1966 483 26 
Pakistan 1960-1962 424 13 
1967-1968 435 41 
Philippines 1960-1962 324 117 
1966-1968 339 96 
Singapore . - 1964-1966 329 112 
Si bankai 1960-1962 368 95 
1966-1968 370 86 
Thailand aes) he 1964-1966 446 62 
Viet-Nam, Republic of 1964-1966 486 70 


Source: United Nations, Statistical Yearbook 1970, pp. 518-524; 1971, pp. 504-509. 


Sugar Pees Meat Milk ba a Protein ae 
18 1 31 86 7 63 2,040 
10 17 31 89 3 65 2,060 
25 20 17 48 18 44 2,010 

9 35 49 if yf 54 1,870 
10 39 47 9 7 57 2,050 
60 ae 1h 52 a 65 2,370 
49 63 os aan 11 50 2,020 
43 52 4 116 10 48 1,880 
19 20 il 2 10 41 1,870 
52 12 44 176 18 60 2,050 
68 13 37 164 20 55 2,030 
44 46 21 69 13 71 2,330 
57 46 36 118 24 75 2,450 
43 12 20 9 5 58 2,230 

6 19 11 1 oo 59 2,090 
12 18 15 2 1 70 2,430 

3 11 27 33 2 45 2,040 

g! 12 11 139 10 52 2,030 
39 14 11 208 15 48 2,090 
49 19 11 208 16 51 2,230 
35 19 44 34 7 48 1,880 
49 22 47 43 8 51 2,000 

104 32 75 160 20 63 2,430 
54 81 6 39 10 46 2,080 
56 80 5 45 10 48 2,170 
30 48 37 18 3 51 2.220 
16 11 27 13 6 49 2,200 


Chapter VIII. Social Developments 


diets. In fact, some countries report set-backs in net 
per capita food supply situations in recent years. In 
other countries, however, the “green revolution” has 
improved the situation substantially. Because of the 
significant dietary inequalities between income brack- 
ets, social groups and regions, far more serious 
undernutrition and malnutrition problems prevail 
than are suggested in the national averages. 


(6) Health 


The ECAFE countries have witnessed steady but 
far from spectacular progress in health conditions in 
recent years. Increased public health consciousness, 
a growing appreciation of the possibilities of pre- 
ventive medicine, changes in medical practices, greater 
medical knowledge, improved organization for health 
care, and increased financial and human resources in 
the medical field have contributed to gradual improve- 
ments in health conditions in most countries of the 
region. However, compared with the magnitude of 
the problem that still prevails, recent advances appear 
insignificant. 


Changing demographic patterns provide one 
index of changing health conditions. A closer ex- 
amination of trends in this field is undertaken in 
chapter XI, but it can be briefly reported here that, 
in the countries of the World Health Organization 
(WHO) Southeast Asian region, which are fairly 
representative of the developing ECAFE countries at 
large, infant mortality rates, which ranged from 31 
to 109 per 1,000 live births in 1965, fell to between 
27 and 65 in 1968. Over-all mortality rates have 
fallen sharply in recent years as well, although they 
continue to be substantially higher than those of the 
developed countries. The net result is a continuing 
increase in life expectancy, with the great majority 
of developing ECAFE countries having reached a 
health threshold permitting average life expectancy at 
birth to exceed 50 years (see table I-30). 


Another index of health conditions, the avail- 
ability of health personnel and facilities, has not 
shown as much progress, nor are current levels of 
attainment in this regard particularly laudable (see 
table I-30). Generally speaking, the developing 
ECAFE countries have faced a major problem in 
seeking to improve the population/doctor and popula- 
tion/hospital-bed ratios, in part because of the high 
rates of population growth throughout the region. 
For instance, between 1961/62 and 1966/67, Burma 
managed to increase the number of hospital beds 
per 100,000 population from 47 to 75 and the number 
of doctors per 100,000 population from 7 to 9. 
While a number of other countries have attained a 
somewhat higher level, Burma’s case is suggestive of 
the general rate of progress. With the population/ 
hospital-bed ratio exceeding 1,000 and the population/ 
doctor ratio above 3,000 in the great majority of 
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developing ECAFE countries, it would be no exaggera 
tion to call the health problem grave, even after taking 
recent improvements into account. 


Table I-30. ECAFE countries: SumMMARY 
HEALTH INDEXES 
(1969 or latest available prior year) 


Average life population Population 
expectance at per physician per hospital 
birth 1,000 bed 


Afghanistan sae oy) ee 38 20.4 6,756 
Brunei PEL CG? ed 2.9 240 
Burmat, <2 wk ie ean 48 9.6 1,191 
Hones Koncwea anne 70 Dal 250 
Tidia\ Sicceerk an ae eae 50 4.6 1,67) 
Indonesia ae eee ser 48 27.6 1,484 
Jranicot by Ss. Side sere 50 9.3 778 
Japanis ae ois, A ae ie ath 0.9 80 
Khmer Republic. . . . 44 13.8 903 
Korea, Republic of . . . 58 2.4 1,914 
LAGS ih ee see ere <e, SO tee: 48 52.6 1,503 
IMalaysiav) over preuens errs 63 mPa Pte 

West Malaysia . . . 65 42 260 
Nepal ;. Se es 41 49.0 . 6,752 
Pakistan. jf.) % eevee tees 51 5.4 2,570 
Philippines 4 2] be 55 9.8 822 
Singapore sau einen 68 1S) 260 
Sripvankag Seep ee 62 Beh 332 
aRailatiches, es me ees 56 8.5 972 
Viet-Nam, Republic of . . 50 10.6 510 


Sources: United Nations Handbook of International Trade and 
Development Statistics, 1972, pp. 280-284; United 
Nations Statistical Yearbook, 1970, p. 715. 

One of the greatest concerns among health 
planners and administrators in the region is the 
uneven distribution of medical personnel and facilities 
within each country and among countries. While the 
vast majority of the ECAFE region population con- 
tinues to live in rural areas, medical personnel and 
facilities are heavily concentrated in urban areas, 
and, even within urban areas, medical services are 
disproportionately available to the relatively wealthy 
segments of the population. In Afghanistan, where 
there is one hospital for every 257,000 persons, one 
doctor for every 20,400 persons, and one hospital 
bed for every 6,756 persons, 89 per cent of all the 
country’s physicians and 50 per cent of all the hospital 
beds are located in Kabul. In some provinces, there 
is only one doctor per 300,000 persons. In Iran, 
it is estimated’ that, while in the Central Province the 
ratio of doctors to population is one per 1,600, it 
is one per 15,000 in outlying provinces. Several 
efforts have been made to deal with this problem 
in various countries, including nationalization of the 
medical profession, provision of subsidies for rural 
health personnel, and activation of special health corps 
units to serve backward districts on a transist basis. 


Despite past efforts, some major health problems 
persist, and several are even becoming more acute 
and difficult to cope with. This is particularly true 
of several of the communicable diseases (see table 
I-31), and of various debilitating diseases of a non- 
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fatal but chronic nature. There is increasing concern 
among Asian health personnel that public administra- 
tors and economists are showing an unfounded degree 
of optimism and complacency toward health problems, 
with the result that even less priority than before 
is being given to health in the allocation of public 
resources. 


Much of the present complacency stems from the 
marked breakthrough in the surveillance and control 
of communicable diseases, particularly smallpox, 
plague, cholera and tuberculosis, as well as malaria 
(see table I-31). Smallpox remains endemic in 
several countries, including India, Indonesia, Nepal 
and Pakistan, but the number of reported cases has 
decreased. Cholera continues to be prevalent in India 
and Indonesia, to a lesser extent in Burma, Nepal 
and Pakistan, and sporadically in other countries of 
the region, but at a much-reduced incidence. At the 
same time, recent resurgences of plague in Burma, 
Indonesia, and the Republic of Viet-Nam, although 
only sporadic and in small foci, have emphasized the 
need for continued vigilance. In the past several 
decades, sustained leprosy control programmes in 
Burma, the Philippines and Thailand have brought 
about a considerable reduction in the incidence of 
new cases, and, in a number of other countries, 
national training courses in leprosy control are 
underway. 


The successes achieved in combating these in- 
fections and epidemic diseases have overshadowed the 
fact that they are still far from stamped out and that 
complacency can easily lead to their resurgence. 
Recent trends in venereal diseases provide excellent 
evidence of the dangers of underestimating the con- 
tinued presence of “controlled” health problems. 
These trends also draw attention to the relevance of 
changing social conditions, such as, in the case of 
venereal disease, travel, tourism, urbanization, indus- 
trialization, sex behaviour, and standards of parental 
control. Special importance on this score must be 
accorded to the chronic and degenerative diseases, 
among them such parasitic diseases as amoebic 
dysentery and intestinal worms, which continue to 
play a-major role in reducing productivity standards 
and the quality of social life, and are themselves 
largely the products of insanitary social environments 
in much of the region. 


There is much to be learned from the manner 
in which China has developed its health care services. 
Decentralization has resulted in a large increase in 
locally managed rural medical services which are 
reinforced with numbers of trained personnel from 
outside. Recently, approximately 330,000 urban 
medical workers, including the bulk of new graduates, 
have been sent permanently to rural areas, and some 
400,0000 doctors and nurses frequently tour rural 


areas. These doctors, in addition to their normal 
duties, train large numbers of semi-skilled peasant 
physicians that today are estimated to number over 
one million. In their three-month training program- 
me, they learn to set simple fractures, to conduct 
simple operations and to prescribe for common 
illnesses. Such practices are obviously more con- 
sistent with the medical needs in China at this stage 
of its development than capital-intensive and highly- 
sophisticated professional training of a smaller number 
of medical practitioners involving a long period. The 
scheme is locally financed by voluntary medical 
co-operatives (health associations) whose members 
subscribe one per cent of their wages and pay a 
small nominal fee for services rendered to them. 


(c) Education 


In setting their objective for the Second Deve- 
lopment Decade, the United Nations stressed that 
education should focus upon means of increasing 
productivity and avoiding waste. This emphasis 
should be transmitted through teacher-training pro- 
grammes and in the development of new curricula 
which would emphasize the skills most required for 
social and economic development. In particular, 
stress should be placed on vocational training as well 
as on re-training. 


The three indices of levels of education in the 
developing ECAFE countries listed in table 1-32 
indicate great differences in national accomplishments. 


Table I-32. ECAFE countries: SELECTED INDICES 
OF EDUCATION 
(latest available year) 


Ratio of primary 


and secondary Daily newspaper 


school enrolment Literacy circulation 
to estimated rate per 1,000 
school age population 
population 
Afghanistan . . . 12¢ 8 Uh 
Brincie so (erie 108 43 71 
Bucmae. eee ees 31 58° 9 
Hong Kong. . . 83 71 485 
India, sy ose uae as 41 28 13 
Indonesia rate 44 39» 7 
tan Sete ta, Sia 43 23 14 
Khmer Republic. . 48 41 Ze, 
Korea, Republic of . IS 71 76 
JEP Vout Ayipisall Geert ab 25 15 3 
Malaysia... - an 31" 74 
(West Malaysia) . (61) . (47) 86> 
Nepal ee 19 9 3 
Pakistan 9). aa 32 19 6 
Philippinesme: ss av 87 80 Ay] 
Singapore . .) - 84 50° 154 
Sri ankay a) aS EY 58 
Tihatlanden =) aes OY 68 21 
Viet-Nam, Republic of 60 60 70 


Source: United Nations Handbook of International Trade and 
Development Statistics, 1972, pp. 280-284. 
@ Public education only. 
> UNESCO, Progress of education in the Asian region, 
1972, pp. 32-34. 
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{n some countries of thé region, literacy rates (and 
newspaper circulation, which stands as a useful proxy 
variable for functional literacy) and primary school 
enrolment rates indicate that only a tiny élite has 
received the advantages of formal education; in other 
countries, the statistics indicate that close to universal 
primary education has been attained, approximating 
the achievements of the developed countries. By and 
large, however, the developing ECAFE countries stand 
somewhere in between these extremes, with massive 
accomplishments behind them but with a great deal 
left to be done if basic educational ideals are to be 
realized. Despite the fact that such statistics as these 
can be highly deceptive, there can be little doubt that 
the considerable accomplishments they reflect are 
attributable to a rapid expansion of education systems 
in the region during the past decade. 


Perhaps even more important than these develop- 
ments, in long-term perspective, is the rapidly evolving 
manpower-planning climate among Asian _policy- 
makers, which augurs well for the continued ration- 
alization of the region’s educational systems in keeping 
with shifting economic and social structures and 
emerging manpower requirements. In_ particular, 
there seems to be an increasing awareness of the 
dangers of imbalances between the output of the 
region’s fast-expanding educational systems and the 
economic, social, cultural, and political needs of 
national development. 


Summary data on the recent growth of education 
in the ECAFE region are presented in table [-33. 
Over-all enrolment in the developing countries of the 
region increased by 61 per cent between 1960 and 
1968, rising from about 90.3 million in 1960 to 145.7 
million in 1968. Provisional estimates for the last 
two years of the decade indicate that over-all enrol- 
ment rose to some 168 million in 1970, accounting 
for about 34 per cent of the 5-24 year age-group, 
as against about 25 per cent in 1960. Over-all 


Table I-33. ECAFE rections: SUMMARY SCHOOL 
ENROLMENT STATISTICS 1960/61-1967/68 


1960/61 1967/68 


Average annual rates of pupil enrolment growth (percentages): 
Primary educaton: (<0 . ees 5.05 55 
Secondary education . . . . . « 6.3 
Fhgher education. . 95) a, * » © = 11.6 
otal >. coh Ge Le ee See ores 5.8 

School-age population enrolled in school (percentages) : 

Primary school-age population . . . .- 50 55 


Secondary school-age population . . . 22 30 
Primary and secondary school-age population 


combined. “< .%: . 8)... <De a eeesG 45 
Higher education enrolment 100,000 population " 216 395 


Source: United Nations Educational, Scientific and Cultural 
Organization (UNESCO). 
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enrolments by level of education show generally 
similar expansionary trends, but there are significant 
differences in specific rates of growth between one 
level and another in recent years. In particular, 
while the main thrust of educational expansion during 
the 1950s was at the primary-grade level, emphasis 
shifted increasingly to the secondary and higher levels 
during the 1960s, and recent evidence eminating from 
various countries suggests that this momentum is 
continuing, if not actually gaining force. 


A number of developing ECAFE countries expect 
to achieve universal primary education by 1980, and 
some are extending the first-level education process 
from six to nine years. The long-standing problem 
of educational wastage at the primary level persists, 
however. Ineffective teaching, repetition of grades, 
excessive absenteeism, and premature school-leaving 
continue to take a heavy, but statistically undocument- 
ed, toll of Asian educational output. The incidence 
of wastage is highest in rural areas, among the poor, 
and among girls, and may tend to widen rather than 
resolve existing income, wealth and opportunity 
disparities. However, female education has made 
considerable progress recently, tending to reduce the 
wastage problem. Regionally, the female enrolment 
ratio reached 24.7 per cent in 1968, as compared with 
39.6 per cent for males. The problem remains most 
acute in those countries, such as India, Indonesia, 
Tran and Pakistan, where the over-all enrolment ratio 
in primary education is less than 70 per cent. 


In all countries of the region, the proportion of 
primary-level students moving on to secondary educa- 
tion has been growing steadily. In some countries, 
this shift in the enrolment structure has placed an 
immense burden on teaching staffs and facilities, 
requiring the imposition of selective admissions 
criteria to regulate the flow of pupils from the primary 
to the secondary level. In meeting the increasing 
demand for secondary education by reallocating 
educational resources away from primary schools, 
however, some countries have encountered consider- 
able strain, reflected in rising pupil-teacher ratios, 
with the continuing large volume of entrants to the 
primary school-age population. 


A major recent reform at the secondary level in 
many countries has been diversification of educational 
formats and increased attention to educational “track- 
ing” as an integral aspect of manpower planning. 
Educational diversification and tracking has occurred 
along both the course-type (general, scientific, voca- 
tional) and educational-horizon (terminal, university a 
preparatory, vocational apprentice) vectors. Although — 
vocational enrolments in secondary education grew — 
from 0.9 million in 1960 to 1.7 million in 1968 in 
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the ECAFE region, general education continued to 
predominate, increasing from 15.6 million to 30.2 
million during the same period. In fact, the share 
of vocational enrolment in secondary education re- 
mained unchanged over the period, although there 
appears to have been =.me shift in its favour in the 
last few years in a number of countries as a result 
of intensive national efforts toward “vocationalizing” 
the secondary school curriculum. 


Higher education, by far the smallest educational 
sub-sector in the developing ECAFE countries, has 
also been the fastest growing. Much of the expansion 
in enrolment from 1.85 million in 1960 to 4.36 million 
in 1968 has occurred in universities, and the number 
of universities has also risen rapidly, thus permitting 
diversification and decentralization. In the last few 
years, some countries have turned particular attention 
to developing higher-education institutions outside the 
traditional framework, especially in technological and 
agricultural higher education. Although a substantial 
increase has taken place in the role of scientific fields 
in some countries, the arts and humanities continue 
to account for about 63 per cent of higher-education 
enrolment. The links between universities and scien- 
tific research centres have also been strengthened in 
some developing ECAFE countries recently, although 
much remains to be done here, too. 


In spite of rapid increases in the supply of 
qualified teachers, especially at the higher levels, 
supply has failed to keep pace with the rate of enrol- 
ment expansion. This disparity is reflected in rising 
pupil-teacher ratios at all levels. Some countries have 
taken emergency steps to cope with this problem, 
setting up special institutions or teaching programmes 
to prepare teacher educators to staff the increasing 
number of teacher training institutions. A few coun- 
tries have experimented in the use of the mass media 
and other “unconventional” educational methods, such 
as correspondence courses and in-service courses in 
the training of teachers. The magnitude of the 


67 


problem calls for immediate attention to wider uses 
of educational technology and the development of new 
methods and techniques for the preparation of 
teachers throughout the region. 


With the rapid extension of educational opport- 
unities in recent years, the questions of raising 
educational standards and maintenance of efficiency 
and quality of the educational system have been 
engaging the attention of educational planners and 
policy-makers. However, as stated earlier, the major 
challenge in the coming years will be to restructure 
urgently the educational systems in such a manner 
that, not only there will be no imbalances between 
the output of the expanding educational systems and 
the needs of national development, but also the 
persons trained in the reformed systems find and 
generate adequate employment opportunities in the 
process of economic growth and social change. 


(d) Housing and urbanization 


Conditions and trends in housing and household 
sanitation are among the scarcest and least reliable 
of social development data in the ECAFE region. 
Table I-34 summarizes and largely exhausts what little 
is available in the way of recent statistics. As would 
be expected, somewhat more complete information is 
available for urban than for rural areas, but, even 
in this category, only a sampling of ECAFE countries 
is possible, with many of the “latest” statistics over a 
decade old and of minifestly questionable authenticity. 


Despite this inadequacy of background informa- 
tion, it is evident that housing conditions throughout 
the developing ECAFE countries are deplorable, in 
particular in rural areas, with the vast majority of 
dwellings lacking piped water and electricity and with 
substantial proportions without toilet facilities. The 
relative excellence of these conditions in Japan, as 
shown in table I-34 for comparative purposes, reveals 
the magnitude of the development task facing the 


Table I-34. Srtectep ECAFE countTRIES: HOUSING CONDITIONS 
(percentage of households) 


With piped water With toilet With clec-lighting 

Total Urban Rural Total Urban Rural Total Urban Rural 

Hong Kong (1960). . . nee 95.2 rae 88.2 AC ses | 100.0 ae 

ran (19600) 3 ages 20.7 57.4 Za ae aake Abe 254 68.6 a7 
Japan (1968)... 7 2s, 94.9 97.3 88.5 100.0 100.0 100.0 Aas ot 

Nepali(l9alj aris & “ath Ae 63.6 Bee oes 42.9 ea es 37.3 aah 

Philippines (1967) . . . 34.4 62.9 22 66.4 83.9 59.1 22.9 62.8 5.8 

Republic of Korea (1960) . 21.4 47.2 10.8 84.4 66.2 91.9 28.4 67.3 12.4 
Republic of Viet-Nam (1962) ret 23.7 eit nee 62.8 aie ir 71.0 

Singapore (1966) . . . 91.4 ade ae 88.7 ote aan 87.0 at woe 

Sri Lanka (0196S)! (45 a. 24.3 53.1 10.8 87.2 94.3 83.8 21.1 50.6 Fad 

94.0 40.6 Near 93.6 2.8 


Thailand (1962/63) . . aa 69.5, 0.4 


nn 


Source: 


United Nations Statistical Yearbook 1970, pp. 724-726. 
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other countries in this area. On the assumption that 
reasonably sound urban and rural housing facilities 
have 30 and 20 year life spans respectively, it has 
been estimated that the developing countries require 
a cunstruction rate of 8 to 10 dwellings per 1,000 
population if current standards are to be maintained: 
however, available statistics suggest that, in 1967, some 
developing ECAFE countries completed less than 3 
dwellings per 1,000 population. Thus, not only do 
the statistics on housing conditions indicate a far 
from satisfactory situation, but they also suggest that 
these conditions are growing progressively worse in 
the developing ECAFE countries. 


However, statistics on these conditions and trends 
are inadequate as a means of fully revealing the 
dimensions of the situation. Every qualitative survey 
reveals that the vast majority of households in the 
developing ECAFE countries subsist with only the 
barest minima of such conveniences as furniture, 
kitchen utensils, and bedding. that they make do with 
only the most rudimentary forms of domestic sanita- 
tion, and that they consider it fortunate indeed if 
their roofs and floors are sufficiently solid to prevent 
leaks and mud puddles during each rainy season. 
Interesting indices of Asian housing conditions could 
be constructed on the basis of the lengths of queues 
at public water taps, the colour and stench of streams 
and ponds used for public laundering and bathing, 
and the numbers of newly homeless persons following 
every severe storm or fire. 


While rural household conditions tend to be of 
extremely inferior quality throughout the region, it 
is in urban areas that the situation attains its most 
critical level, largely as a result of extreme over- 
crowding but also due to the inability of the hordes 
of new arrivals from the hinterlands to adjust readily 
to their new social and physical environment. The 
magnitude of urban migration and the problems 
associated with it are discussed elsewhere.” 


Perhaps the most critical of these problems has 
emerged out of the effort of urban immigrants to 
replicate in their new environment the social and 
physical conditions of their rural pasts. The result 
has been the growth of “spontaneous” or “uncon- 
trolled” settlements, which take on the character of 
shanty towns and slums, extremely congested, squalid 
and insanitary simply because, in their attempt to 
build villages in the urban setting, immigrants have 
failed to cope with the problems of population density. 
social disorganization, and limited essential community 
services typical of the fast-expanding metropolis. It 
has been conservatively estimated that roughly one- 
third of the populations of Calcutta, Manila and 


? See chapter XI. 


Seoul, and over two-fifths of that of Colombo, exist © 
The situation — 
in Bangkok, Djakarta, Karachi and other large Asian © 
cities is not much better, and even such relatively © 
developed urban cenires as Hong Kong and Tokyo © 


in such environments (see table I-35). 


continue to suffer from the “squatter” problem. 


Table 1-35. SeLectep ECAFE countries: 
SLUMS AND UNCONTROLLED SETTLEMENTS 


Population in slums 
and uncontrolled 


Urban setilemenis 
City Yeer population —————_____ 
(thousand) Total Percentage 
(thousand) Frid jte al 
Calantta, India 1961 6,700 22°20 33 
Colombo, Sri Lanka . 1963 69.57 30.57 44 
Djakarta, Indonesia - 1961 2,996 725 25 


Kabul, Afghanistan. . 
Karachi, Pakistan . . 
Kuala Lumpur, Malaysia 


1968 475 100 21 
1968 2,700 600 27 
1961 400 100 25 


Manila, Philippines - 1968 3,000 1,100 35 
Seoul, Republic of Korea 1970 4407 136.6% 30 
Singapore 1966 1,870 280 15 
Source: United Nations, Housing, Building and Planning, docu- 


ment A/8037, p. 55. 
? Dwelling units. 


There is no doubt that careful urban planning. 
including efficiently implemented urban land reform, 
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URBAN © 


fuller provision and wider distribution of basic house- © 


hold and community services, and education and 


organization of urban residents to permit more 
efficient utilization of their environment and a greater — 
personal interest in community affairs, would go far 
toward remedying the problem of urban sprawl and © 


the accompanying physical and social decay. 


In this © 


regard, the unique cases of Hong Kong and Singapore, 
where massive urban redevelopment programmes of © 
over ten years’ standing have produced remarkable 


results, should be carefully studied by other ECAFE 


region Governments. As emphasized in chapter VII, — 


housing programmes may be an important part of 
the labour-intensive construction works needed to 
tackle the unemployment problem and increase the 
share of investments. 


(e) Communication and transportation 


While data on such relatively tangible social 
services as communication and transportation are 


more abundant and reliable for the developing ECAFE © 


countries, their significance as social indicators is 
dificult to interpret. For this reason they are fre- 


quently ignored in reviews of social developments and ~ 


problems. However, communication and transporta- 
tion form important stimulants to geographical and 
social mobility, widened world views and higher 
levels of educational motivation and attainment, and, 
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through them, improved health and nutrition, increas- 
ed labour productivity, higher rates of employment, 
greater income equality, and enhanced personal 
freedom. To some degree offsetting these beneficial 
effects, the development of communication and trans- 
portation must also share responsibility for the growth 
- of various social problems, such as urban population 
congestion, air and water pollution, and a loosening 
of traditional family ties and moral standards. The 
net social benefit deriving from these social services 
thus becomes a matter of some conjecture and pre- 
sumably differs from country to country, but there 
is no doubt that, on balance, their expansion and 
modernization are socially as well as economically 
desirable throughout the region. Thus, a brief survey 
of recent conditions and trends form an important 
adjunct to this review. 


In the field of communication, mention has 
already been made of newspaper circulation, since 
this indicator reflects educational levels as well as 
news dissemination. It is interesting to note that 
newspaper circulation among the developing ECAFE 
countries correlates closely with telephone installations 
(see table 1-36). It is apparent from these closely 
linked statistical series that newspapers and telephone 
communication remain luxury forms of consumption 
in most of the developing ECAFE countries, especially 


Table I-36. DrveLtopinc ECAFE countTRriEs: 
SELECTED INDICATORS OF COMMUNICATION 


(1969, unless otherwise stated) 


Daily Radio TV 
prise mad vielen receivers rpetiners 
Lan per 1,000 perl, 
per 1,000 population so outation population 


population 

Afghanistan . . . 5° 1 16 — 
mromer oo. . ke 56 32 121 —_ 
Reamnaits: 8.f! isi) 9 1 15 _ 
Hong Kong . 485 124 169 40 
Pagites we ck = 8: 14 2 19 0.05 
Indonesia “5. jie 2 14° 0.7 
rane: (ti 50 8* 10 93 9 
Khmer Republic. . acs 0.4 153 7 
Korea, Republic of . 66 18 104 13 
Meneses: HS) SAPS Be 1 16 — 
Malaysia) ram her tic’) < 74 1.6 41 12 

West Malaysia 3 86 16 48° 14 
Nepal Meee tae te 3 0.3 5 os 
akistane ora) Leh 6% 2 11 0.7 
Philippines . . 2a 8 45 10 
Singapore . . . 154 67 50 77 
mi banka .”. . 58 5 41 —_— 
Bubavand .  . . (8 21 4 80 7 
Viet-Nam, Republic of 67* 2 73 25 


Sources: United Nations Statistical Yearbook 1970, p. 804; 
United Nations Handbook of International Trade and 
Development Statistics, 1972, pp. 280-284. 

* 1970. 
> 1965. 
© 1968. 
* 1966. 
* 1967. 


among the less developed of the region’s countries, 
and it may be inferred that their distribution within 
each country is highly skewed to the urban sector and 
the educated and wealthy élite. 


The growth of television usage is a more recent 
development and has‘not yet spread to a number of 
ECAFE countries. By and large, this trend is follow- 
ing the earlier spread of newspaper and telephone 
communications, with the more-developed developing 
countries showing the highest rates of usage and the 
least-developed countries having yet to install their 
first stations for public transmission. The break- 
through in the communications field has been in radio 
receivers. which, unlike television receivers, have, as 
a result of the commercialization of transistors, been 
reduced to price levels permitting mass usage. Thus, 
by the late 1960s, the number of radio receivers per 
1,000 population in all developing ECAFE countries 
was well over 10, and it was more than 100 in four 
cases. 


Conditions and developments in the field of 
transportation (see table I-37) are roughly comparable 
with those in communications. The volume of railway 
passenger traffic, not to mention the quality of accom- 
modation, is extremely variable among the developing 
ECAFE countries, and, if the available data were 
computed on a geographical coverage or per capita 


Table I-37. Drvetoprnc ECAFE countries: 
SELECTED INDICATORS OF TRANSPORTATION 


assenge Improved roads Raitway traffic 
: a 7.000. pv: ey Pe ( te 
poprlesion (latest available Pe*enger km) 
year, 
Afghanistan . . 2 29 oo 
Brunet sss es 7S 27 — 
Burmese, } aeons. ib. 60 2,212 
Hong Kong. » . 22> 1,490 181 
India . < ae 1 285 113,740 
Indonesia 2 7 4,142° 
Tran Pa. 6 27 1,673 
Khmer Republic . 4 40 170 
Korea, Republic of 2 500 11,077 
Taase ys + 40 oo 
Malaysia . i 24 100 566 
West Malaysia 24 190 540 
Nepal 0.4 16 — 
Pakistan 1? 73 10,221 
Philippines 7 340° 584 
Singapore 67 3,440 is 
Sri Lanka fie 917 2,868 
Thailand :.. (2252 4 50 3,960 
Viet-Nam, Republic of 2 110 72 


Sources: United Nations, Handbook of International Trade and 

Development Statistics, 1972, pp. 280-284; United 
Nations Statistical Yearbook for Asia and the Far East, 
1970. 

“Including vehicles operated by police and other gov- 
ernment security organizations. 

> Excluding government vehicles. 

© 1968. 

4 All roads. 
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basis (which has not been done here because this 
would magnify certain biases in the basic data), it 
would be seen that some countries place far greater 
reliance on this mode of passenger transport than 
others. This is partly because certain countries have 
made a major commitment to exploiting the scale 
economies and external economic benefits that have 
been recognized to lie in railways investments and 
partly because of the heritage in trackage and rolling 
stock deriving from the colonial era in some ECAFE 
countries. Recent growth in railway passenger traflic 
has been slow throughout the region, however, as a 
result of low rates of investment, poor maintenance, 
and near-capacity utilization. None of the developing 
ECAFE countries has yet given serious attention to 
the possibilities inherent in urban rapid transit systems 
on the Japanese model, despite the obvious benefits 
that such systems offer with respect to urban over- 
crowding. 


Much the same can be said of the region’s road 
systems, except that the improving technology of 
highway vehicles, especially their growing adaptation 
to Asian conditions under the leadership of Japanese 
engineering genius and the increasing recognition 
among policy-makers of the greater flexibility (and 
military value) afforded by road over railway systems, 
has produced a moderately rapid growth rate in the 
extension and upgrading of road networks in many 
developing ECAFE countries. Nevertheless, a number 
of developing ECAFE countries continue to lag far 
behind in the number of passenger cars in service. 
This statistic may be misleading, however, since it 
fails to indicate the over-all transportation improve- 
ments brought about by upgraded roads in conjunction 
with the growing use of bicycles, motor cycles, and 
country buses, all of which are priced at levels within 
the reach of large sections of the community. 


(f) Environment 


Awareness of environmental problems and of 
trends in the direction of environmental deterioration 
is very recent in the ECAFE region and in many 
countries still does not appear to have had any 
significant public impact. This is understandable for 
developing countries with limited resources where 
efforts are directed essentially to the eradication of 
mass poverty and economic development. Neverthe- 
less, environmental control is of social importance 
throughout the region. No country, no matter what 
its stage of development, can escape the costs of 
environmental neglect. One of the greatest obstacles 
to effective action in this direction, however, is the 
need for intraregional and interregional co-operation, 
because environmental problems generally tend to be 
supra-national in their incidence and scope. The 
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urgency of action is great, because rates of increase 
in air and water pollution are rising rapidly on 
world-wide scale, and efforts to cope with suc 
degradation once it has occurred will cost far more 
than the preventive steps that are still possible i 
many areas. 


Among the most obvious environmental problem 
areas in the region are the vast tracts of forests and 
grazing lands destroyed through human neglect aggra 
vated by the climatic conditions peculiar to the tropics. 
and the contamination of water resources perhap 
as an inevitable consequences of growing population) 
concentrations. Less evident but equally perniciou 
are the emerging problems of industrial waste pollu 
tion, the adverse side-effects of pesticides and in» 
secticides and of irrigation system and river basi 
development, and the soil erosion and fisheries deple: 
tion resulting from increasingly intensive and indis» 
criminate silviculture and land and sea farming. 


One of the most exasperating aspects of the 
growing environmentai problem is its apparent in+ 
evitability as a concomitant of other trends which are 
themselves considered basic objectives of the develop 
ment process. Thus, population growth and urban- 
ization, themselves reflecting improved’ health and 
nutrition standards and a movement in the directiors 
of industrialization and higher output levels, alse 
generate such environmental difficulties as water anc! 
air pollution and related environmental hazards 
associated with human overcrowding. For instance, 
it is estimated that about 0.45 kg of household anc) 
commercial rubbish is produced daily per capita irs 
India, amounting to a sizable annual mountain of 
detritus; though this volume is still only one-fiftieth 
as large as the daily per capita garbage haul in the 
United States, it can be expected to grow constantly 
as India’s economy expands. Similarly, improvecl 
agricultural technologies permitting higher crop yields 
commonly involve the use of environmentally destruc~ 
tive pesticides, ecologically disturbing land and water 
use changes, and impoverishment of soil resources. 
Industrialization also frequently brings air and water 
pollution as a natural consequence of the forced 
dumping of effluents and wastes. Unfortunately, the 
developing ECAFE countries have made very little 
progress so far in coping with these emerging pro~ 
blem areas. Indeed, in many cases, they have noit 
recognized nor recorded their incidence. 


(g) Expenditure on social services 


As an economic phenomenon, social developmentt 
can be analysed in terms of the resources committecl 
to its realization; and because of the patently “social’® 
(or high-externalities) character of such activities as 
education, health and housing, resource commitments 
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in this direction are predominantly made within the 
public sector. Thus, an examination of government 
_ budget allocations to social services provides a con- 
venient means of judging national commitments to 
social development over time, among countries and 
for the region as a whole. 


Table 1-38 offers a summary view of the 


} magnitude of major social services expenditures as 


percentages of total governmental spending in various 
ECAFE countries for the years 1960 or 1961 and 
1969-1971. It is important to recognize that these 
statistics are of limited international comparability 
because ECAFE government budgets vary considerably 
. ‘in composition and exhaustiveness; for instance, some 
countries set up their budgets solely along adminis- 


Table 1-38. SrLEcTED ECAFE counTriEs: 
GovERNMENT EXPENDITURE ON 
SOCIAL SERVICES AS PERCENTAGE OF TOTAL 
GOVERNMENT EXPENDITURES 


Country Year Education Health Housing Welfare 

Afghanistan . . 1961 8.6 3.8 RE oa 
1969 14.4 2.9 4.5 _- 

1970 14.8 3.4 4.2 — 

197 146 4.1 3.3 — 

Burma . . . «. 1961/62 14:6 5.2 eB re 
1966/67 17.2 6.9 pee ate 

1969/70 18.9 TE was 0.6 

1970/71 19.4 8.1 Be 0.6 

mdiae Cs 1960 16.5 5.0 sak 1.0 
1969 15.0 Dap) NES) 0.2 

1970 15.7 Sey) 1 ee 0.2 

1971 15.2 Ey 1.7 0.3 

Iran wey ete , 1969 11.4 4.7 ile 5.0 
1970 11.0 3M, 1.1 4.7 

1971 10.6 3.6 1.6 5.0 

Korea, Republic of . 1961 12.3 0.9 oe 5.0 
1969 14.0 0.8 sca 5.8 

1970 15.2 0.9 0.1 bys) 

1971 15.6 1.0 0.4 Bye 

Biniaysia  s «:- 2 AGO 15.7 fie! me 17 
1969". 22.3 7.0 2.0 2:5 

1970 18.3 5.9 0.7 1.5 

1971 ihe 6.2 0.9 1.0 

Pakistan> . . . 1960 dee 3.0 ve 3.9 
1969 6.9 2.3 7.6 2.4 

1970 75 6.4 Teli 0.4 

Philippines. . . 1961 26.7 13 iia ATE 
1969 §=27.3 5.1 ne 1.8 

1970 27.9 5.6 ee 1.9 

1971 28.1 4.9 th 3.3 

Bavkanka ;, . « 1961 15.1 7.8 ii ar 
1969 12.4 6.9 1.0 0.8 

1970 13.1 7.0 0.9 0.8 

19712 13.2 6.7 0.4 1.0 

Thailand . . . 1961 16.6 Daf : 4.0 
1969 16.8 ey Pee 6.4 

1970 17.4 2.8 0.1 5.8 

1971 18.4 3.2 0.1 5.1 


Source: Official government budgetary statistics as reported in 
statistical yearbooks, central bank annual reports, na- 
tional economic reports, and budget reports. 

* Estimated. 

> Expenditure met from revenue accounts of the central 
and states governments. 

© West Malaysia only. 

* Provisional. 


trative or jurisdictional lines while others classify 
expenditures functionally; some governments consoli- 
date budgets for all expenditure units down to the 
local level, whereas others retain autonomous central, 
state, and local budgetary systems; furthermore, some 
governments fail to disaggregate certain expenditure 
categories sufficiently to isolate specific expenditures 
on housing social welfare, and so forth. 


The outstanding fact revealed by the summation 
of government expenditures on social services is that 
Governments throughout the ECAFE region have been 
making a continuing major budgetary commitment in 
this field. Some ECAFE countries devote 20 to 30 
per cent or more of their budgets to social services, 
but two countries, Afghanistan and Pakistan, have 
relatively low social services expenditures. Seen as 
percentages of GNP for the 1969-1971 period, the 
sizable commitments of most ECAFE countries to the 
provision of social services is also evident, with Sri 
Lanka, the Republic of Korea and Malaysia standing 
at over 5 per cent, the Philippines and Thailand over 
3 per cent, Iran over 2 per cent, and India and 
Pakistan at less than 1 per cent. 


Although total social expenditure in the ECAFE 
region tends to be substantial, commitments to various 
specific social services vary appreciably. With few 
exception, however, education accounts for by far the 
largest share of social expenditures. In some coun- 
tries the second largest commitment is to health 
services, in others it is to social welfare, and in a 
few it is to housing. 


(A) Conclusions 


While there are exceptions, there do not appear 
to have been significant deviations from past social 
development trends during recent years in the ECAFE 
region. The very gradual improvement in the average 
standard of living that has been taking place for 
several decades apparently continues. But so do the 
grievous social problems that have persisted side by 
side with it, among them the prevalence of unemploy- 
ment and underemployment and the maldistribution 
of income, which imply that large segments of the 
Asian population have continued to suffer from 
malnutrition, inferior health and education, and inade- 
quate housing, among other social deprivations. 
Furthermore, economic development in itself genera- 
ting new social problems, such as urban overcrowding 
and environmental deterioration. As there exists no 
measure whereby to gauge the magnitude of the 
suffering generated by these deprivations and associat- 
ed problems, it is not possible to estimate precisely 
to what degree the quality of life in the region has 
improved over the last few years. 
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The lack of significant recent progress on the 
social front appears to be due to a combination of 
the very same reasons that have maintained the 
standard of living in the developing ECAFE countries 
distressingly low for decades. First, there is the 
interrelatedness of the various elements of the social 
situation, determining that retardation in any one of 
them has depressing effects on all the others. Thus, 
for instance, an inegalitarian income distribution has 
adverse effect on nutrition levels, and thus on the 
quality of housing, health and education. Inferior 
education, in turn, accentuates the income distribution 
and employment problems and contributes to the 
inferior nature of the standards of nutrition, health 
and housing. 


Social conditions have also been kept from im- 
proving appreciably by the persistent presumption 
that a clear distinction exists between economic and 
social variables, with the former constituting the core 
of the development process and the latter existing 
simply as passive constituents or, even worse, as a 
drag on the over-all pace of progress. The failure to 
appreciate the dynamic part played by such forces as 


education and health, urbanization and environmental ; 
protection, and increased equality and social welfare 


cannot but reduce the effectiveness of the public 
' sector’s guiding role in setting the course of develop- 


ment. 


A third factor affecting the rate of social develop- 


ment in the ECAFE region continues to be the very — 


magnitude of the task that has been done and the 
larger still to be done. So long as social conditions 
continue to be as depressed for the great majority 


of the Asian citizenry as they have been in past 


decades, they must inevitably exert profound counter- 
developmental pressures, among them a certain degree 
of fatalism among development planners which may 


be partly responsible for their excessive emphasis on 
economic rather than social progress as they key to. 
One of the brightest recent © 
developments, therefore, is the glimmerings of a more — 
socially-minded development planning frame in some. 
of thé’ region’s member countries. However, the 
effects of such a more positive perspective have yet 


the region’s development. 


to be reflected in the social statistics. 
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Chapter IX 
FISCAL AND MONETARY MATTERS 


For fuller mobilization of domestic financial 
resources and their effective use, the International 
Development Strategy indicated that developing coun- 
tries will pursue sound fiscal and monetary policies 
and, as required, remove institutional obstacles 
through the adoption of appropriate legislation and 
administrative reforms. They will give particular 
attention to taking, as appropriate, the necessary steps 
to streamline and strengthen their systems of tax 
administration and undertake the necessary reform 
measures. They will keep the increase in their 
current public expenditure under close scrutiny with 
a view to releasing maximum resources for investment. 
Efforts will be made to improve the efficiency of 
public enterprises so that they make an increasing 
contribution to investment resources. 


Fiscal and monetary policies are important for 
development not only because they directly influence 
investment and savings patterns but also because they 
are decisive for the short-term stability of the 
economies without which long-term development easily 
runs into jeopardy. Even under conditions of import 
controls, excessive domestic inflationary pressures tend 
to increase balance-of-payments deficits and exhaust 
exchange reserves and may thus, sooner or later, lead 


Table I-39. ECAFE DEVELOPING COUNTRIES: 


to the adoption of a “stabilization programme” with 
a temporary cut-back of investment and other de- 
velopment activities. Developing countries should 
avoid this syndrome of self-made investment and 
growth cycles, although, at fixed exchange rates, it 
is practically unavoidable for developing countries to 
take part, to some extent, in the business cycles and 
general inflation of the developed countries. Deve- 
loping countries, however, do have an interest in 
keeping a slower rate of price and cost inflation at 
given exchange rates because this will help their 
emerging export industries. 


(a) Inflation 
In 1970, 1971 and 1972, the ECAFE region was 


characterized by increasing prices. In this respect, 
it followed the rest of the world. Table 1-39 sets 
out the recent changes in consumer and wholesale 
price indices for a number of ECAFE developing 
countries. Generally, these countries show a lower 
rate of price increase than the world average for 
developing countries, which was 9 per cent in 1970. 
The performance of the region as a whole greatly 
improved when the inflation in Indonesia was dras- 
tically reduced. 


PERCENTAGE RATES OF 


CHARGE IN CONSUMER AND WHOLESALE PRICE INDICES 


Annual 


compound 
Country rate of 1967 1968 1969 1970 1971 19724 
growth 
1960-1968 
Hong Kong . — Dall Ze, SS) 7.6 3.1 3.9 
India . Tee. 13.9 2.6 —0.9 | Shs 2.9 
(6.8) (14.9) (—0.6) (2.0) (6.4) 
Indonesia (Djakarta) 185.7 169.5 125.3 6.1 WAS 4.3 3.4 
Iran meet 1.5 1.6 0.7 3.6 17, 4.1 WES) 
(1.0) (0.3) (0.5) (2.2) (3.2) 
Khmer Republic (Phnom Penh) ore) —0.6 5.7 6.3 11.9 72.0 Tas 
Korea, Republicof . . . . es 10.8 11.4 12.4 15.6 is — 
(13.5) (6.8) (7.6) (7.0) (9.1) 
Laos (Vientiane) — Ue) Sill Shall 0.3 if5e3 16.0 
Malaysia (West) . 1.0 4.2 1.0 —1.0 3 15 2.2 
Pakistan? (Karachi) . 3.4 6.9 0.2 3.2 5A 4.7 4.9 
(3.2) (13.8) (3.9) (5.8) (2.9) 4 
Philippines (Manila) 45 SE 0.3 1.5 17.3 19.0 3.5 
(4.8) (4.7) (2.9) (0.7) (19.4) 
Singapore. 9+. = 1.4 3.3 0.7 —0.3 0.3 V9 0.8 
Sri Lanka (Colombo) 2.0 Pep) 5.9 7.3 a9 Qui, Bal 
Thailand (Bangkok) en 4.0 2:2, 231 0.8 20 2.4 
Viet-Nam, Republic of (Sai 19.5 43.8. ° V269™ Saag see 18.3 16.44 
ECE eR aac (33.1) (8.8) (19.5) (23.9) 


Sources: United Nations Monthly Bulletin of Statistics, October 1972; and Central Bank of the Philippines. 
Note: The figures in brackets are the rates of change in wholesale prices. 


® Year ending 30 June. 


> Consumer price index for industrial workers only. 


© Year ending 30 May. 
® Year ending 31 March. 
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Table I-40 compares weighted averages of con- 
sumer price increases in the OECD countries and 
developing ECAFE countries. 


Table I-40. OECD couNTRIES AND DEVELOPING 
ECAFE couNtTRIEsS: PERCENTAGE INCREASE IN 
CONSUMER PRICES OVER PREVIOUS YEAR 


Beginning 
Weighted average for 1970 1971 of year 
1972 
Total GECB.Y 2" 7.49. Fee. Te Sf 53 3.8 
Of which: Europe . . .- . 5.2 6.7 4.7 
Total ECAFE developing countries 7.3 Se) 3.5" 
Total ECAFE developing countries, 
excluding Khmer Republic, 
Laos and Republic of Viet-Nam _6.7 5.0 32" 
Sources: OECD Countries, Economic Outlook (Paris, OECD, 
July 1972), p. 16, table 3; and secretariat calculation 
for ECAFE countries, see table I-39. 
Note: Whereas OECD countries are weighted by 1970 pri- 


vate consumption at 1970 exchange rates, the ECAFE 
countries are weighted by GNP in United States dol- 
lars in 1967 according to IBRD, World Bank Auilas, 
1969. 


* Republic of Korea not included. 


In 1970 and 1971, consumer prices rose more in 
the ECAFE countries than in the OECD countries. 
At the beginning of 1972, however, the rate of 
inflation had fallen somewhat more in the ECAFE 
countries than in the OECD countries, the rate of 
price increase being slightly higher in the latter. For 
the year 1972 as a whole, the prospects are for a 
higher rate of price increase in both OECD countries 
and ECAFE countries. In the former, the cyclical 
upswing may accelerate wages and consumer prices 
increases; in the latter, bad crops in south Asia will 
tend to increase food prices and, hence, consumer 
prices and, perhaps, money wages. However, the 
ECAFE countries may keep their relatively favourable 
position in regard to the inflation rate. As should 
be expected, the exclusion of the war-troubled coun- 
tries in the region (the Khmer Republic, Laos and 
the Republic of Viet-Nam) make the relative position 
of the ECAFE countries somewhat more favourable. 


Some of the developing ECAFE countries have 
had almost negligible price inflation: Thailand, 
Malaysia and Singapore. The majority of the coun- 
tries had moderate price inflation of 3 to 5 per cent 
in 1971: Hong Kong, India, Indonesia, Iran, Pakis- 
tan and Sri Lanka. The high-inflation countries 
included three involved in war: the Khmer Republic, 
Laos and the Republic of Viet-Nam. The Republic 
of Korea is exceptional in combining fast export 
development with a high rate of price increase (15 
per cent) ; in this case, the chain of causation is from 
the effective exchange rates and exports to prices 
rather than the other way round. It probably 
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indicates that, from a development point of view, an 
effectively undervalued currency may be preferable to 
an overvalued one. In the Philippines, prices increas- 
ed substantially in the aftermath of an exchange 
depreciation. In Afghanistan, repeated crop failures 
caused consumer prices to increase strongly, but such 
price increases should not be confused with inflation. 


In open economies with little trade and exchange 
controls, inflationary pressures may show themselves 
in balance-of-payments deterioration rather than in 
price increase. The region has not had this kind of 
experience in the period under review. In a number 
of countries, demand management policies have in 
fact been rather tight. 


(6) Fiscal policies 


It is not possible here to present a comprehensive 
survey and analysis of fiscal policies in the region. 
The appraisal will concentrate on two aspects of fiscal 
policy that are crucial for longer-term developments; 
the collection of tax revenues necessary to permit an 
expansion of government expenditure in general 
without creating domestic inflationary pressures, and 
public savings the expansion of which may be needed 
to permit an expansion of investment, whether private 
or public. 


Tax revenues constitute a dominating part of 
current government revenues in most developing 
ECAFE countries, although, in some countries, re- 
venues from income of property (including profits 
of public enterprises) fees and the like are substantial. 
Information about total government revenues is avail- 
able, but it is not always clear to what extent they 
exclude capital transactions. Hence table I-41 is 
limited to tax revenue proper, in absolute terms and 
as a percentage of GNP at current market prices. 
Great caution should be shown in comparisons both 
over time and between countries. The revenue figures 
are not always comprehensive. They seem in most 
cases to exclude local taxes; budget classifications 
may change over time and differ between countries. 
In Iran, oil royalties are included in tax revenues; 
they have also been shown separately in this table. 


In appraising efforts to increase taxation, a 
distinction should be made between discretionary and 
automatic changes in tax revenues. Only the former 
can properly be used for measuring efforts to increase 
taxes. Unfortunately, calculations of discretionary 
revenue changes are not available for the developing 
countries of the region and are difficult to make for 
countries that continously improve their systems of 
tax collection and reduce evasion. When measured 
as a percentage of GNP, revenues do, to some extent, 
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on 


Table I-41. 


TAX REVENUES, ABSOLUTE AND AS PERCENTAGE OF GNP AT CURRENT PRICES 


Country Unit of measurement 
million rupees 
per cent of GNP 
million ‘rial 


India (general government) 


PrAnaie eer ce eee a? 8S 
of which oil royalties 
per cent of GNP 

of which oil royalties 

Korea, Republic of billion won 

per cent of GNP 

million M$ 

per cent of GNP 

million rupees 

per cent of GNP 


Malaysia . 


Pakistan (general government) . 


Philippines million pesos 
per cent of GNP 

Sri Lanka million rupees 
per cent of GNP 

Thailand . million baht 


per cent of GNP 


1960 1965 1969 1970 1971 

13,549 29,025 41,823 46,995 51,9728 
9.7 13.3 11.4 sal dy: 

46,030 85,000 138,145 177,292? 223,6753 
epee (50,000) (76,378) (101,894) (137,658)* 
14.6 18.8 20.1 23.6 ae 
(ss (11.2) 11.1 13.2 S36 
25.0 54.6 287.1 364.8 462.08 
10.1 6.8 14.0 14.3 15.02 
915 1,219 1,748 2,024 2,081° 
13.8 14.2 15.9 ide 17.1° 

2,394 4,279 6,871 7,091 we 
6.9 8.6 9.1 9.0 

1,111 1,774 3,227 4,033 = 
8.5 8.4 9.7 10.2 

1,134 1,649 2,321 2,546 2,4112 
18.0 22.0 19.9 20.0 3 
6,087 9,908 16,277 16,570 19,2728 
11.3 11.8 12.4 12.2 13.3 


Sources: Tax revenues, United Nations Statistical Yearbook for Asia and the Far East, 1971, and various official national 


publications. 

* Estimate. 

» Preliminary. 
reflect discretionary changes in taxation because auto- 
matic changes are correlated with GNP. Since 
developing countries collect a substantial part of their 
revenues from taxes on foreign trade, however, the 
correlation with GNP is far from perfect. 


While India, Iran, Pakistan and Sri Lanka, in- 
creased the rate of taxation (measured on GNP) 
substantially from 1960 to 1965, the other countries 
made little progress in this regard (the strong fall 
in the Republic of Korea may be due to inadequate 
data). From 1965 to 1970, only Iran, the Republic 
of Korea and Malaysia increased the rate of ta‘:ation 
significantly. In the other countries, there was only 
a slight increase, or, in Sri Lanka, even a substantial 
decline. 


Thus, while the general picture is one of in- 
creasing rates of taxation from 1960 to 1970 for 
almost all countries, the performances within the 
decade were very uneven. Some countries that started 
out well, lost momentum and even slipped backwards 
for various reasons. Other countries started late and 
a number increased their rate of taxation only 
marginally. 


The tendencies at the beginning of the Second 
Development Decade are difficult to judge. The 
figures available for 1971 refer mainly to estimated 
revenues and they may differ substantially from 
actually realized revenues. Some countries, however, 
are making serious efforts to increase tax revenues. 
Thus, in India, attempts have been made to rationalize 
and modernize the tax structure to smooth and sharpen 
the scale of progression in the structure of personal 
income tax, and to deepen and widen the coverage 
of wealth tax, in particular to rural property. The 


problem of taxing agricultural income is under serious 
consideration. Most countries are struggling with the 
problem of making tax assessment and collection more 
effective, but progress is for obvious reasons bound 
to be slow and gradual. Sri Lanka and Thailand 
have recently increased income and other tax rates. 
The recent introduction of the export tax on rice in 
Thailand is related to the bad crops in 1972 and 
is intended to limit exports and produce government 
revenue. 


It should be added that the public enterprise 
surpluses in some countries have been falling, parti- 
cularly in India where increasing costs and relatively 
slack demand have worked together to create a sub- 
stantial decline in budgetary revenues from income 
of property. 


It would seem, however, that greater efforts for 
increasing taxation could and should be made. In 
particular, the level of taxation is modest in Pakistan, 
the Philippines and Thailand. However, in their 
efforts to increase tax revenues, developing countries 
run into a number of well-known difficulties of a 
political and administrative character. It is in the 
nature of things that such difficulties can only slowly 
be overcome. 


Promotion of exports and, more generally, efh- 
ciency in production, according to certain abstract 
theoretical criteria, has attracted increasing attention 
during the last ten years. The excessive investments 
in import substitution that have characterized the 
investment programmes of many developing countries 
makes this change of emphasis easy to understand. 
Efficiency in production and resource allocation is 
certainly even more important for low-income coun- 
tries than for the rich nations. However, the concern 
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for allocational efficiency in production should not 
lead planners and policy-makers to overlook the fact 
that some of the measures that create the alleged 
misallocation are tariffs and taxes that also serve to 
produce revenue for the Government, that government 
current and investment activities have to be financed 
somehow, and that there may be serious allocational 
losses involved when useful government activities 
cannot be expanded because of lack of revenue. 


The resources allocation argument has made 
export taxes, in particular, but also import tariffs, 
fall into disrepute. These constitute.a very substantial 
part of government revenues in most developing 
countries, however, not because Governments want to 
distort resource allocation and not just because 
Governments tend to be protectionist but simply 
because these were, and continue to be, the kind of 
taxation that the administration can best handle. 
Similarly, payroll taxes in social security schemes, 
which experience has shown may be very successful 
in collecting revenue and increasing public savings, 
have been increasingly condemned as conducive to 
capital-intensive techniques. Thus, the tendency is to 
rule out everything but very general taxes, such as 
the comprehensive net income tax (or, the comprehen- 
sive value added tax) for providing the Government 
with current revenues. Quite apart from the fact that 
no tax exists that may not affect resource allocation 
(this is true also for the comprehensive income tax, 
in particular in its progressive forms) and that, in 
some cases, the allocation arguments may not be 
correct the result is that developing countries are 
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advised to depend upon precisely those taxes that . 


they do not master administratively. 


It is probably warranted, therefore, to warn 
against narrow, one-sided efficiency and allocation 
considerations that do not adequately take into 
account the need for increasing government revenues 
so as to permit the expansion of useful government 
services and finance real investment. 


Public savings are needed to help financing not 
only public investments but, in a number of countries, 
private investments also, through direct government 
grants or credits or indirectly through the credit 
market. Efforts to increase tax revenues can be 
appraised properly only through a comparison with 
the needs for expanding public current expenditure 
and public as well as private investment and the 
availability of foreign finance. One way of approach- 
ing the problem is to compare public investment and 
public saving; the difference is public net borrowing 
which shows to what extent the public sector net is 
drawing upon the finance available for investments 
in the country. It may, of course, be the policy of 
a country to promote public investment at the expense 
of private investment, but, in the absence of such a 
policy it is preferable, everything else being equal, 
that the Government as far as possible is self-financing 
in the sense that most public investments are covered 
by current revenue. 


In Table I-42, an attempt has been made to 
calculate net borrowing for both the public and the 


GROSS DOMESTIC CAPITAL 


FORMATION AND GROSS DOMESTIC SAVINGS 


(as percentage of GNP at 


Private sector 


current market prices) 


Public sector 


1960 1965 1969 1970 1971 1960 1965 1969 1970 1971 
India . Investment Hee Ben 4.8 Sieke sexe es oss 6.1 ads oc 
Savings 7.0 9.1 8.5 man Rais Dal 2) 1.4 ees He 
Net borrowing oie. Nee —3.7 bitec aie eater ce 4.7 ae rele 
Japan Investment 25.9 235 30.6 31.6 27.8 8.1 95 8.4 8.4 oS 
Savings Rie) 28.1 31.9 32.4 as 6.6 6.0 8.5 8.8 as 
Net borrowing —1.6 —4.6 —1.3 —0.8 AO 15 3.5 —0.1 —0.4 we 
Korea, Republic of . Investment 7.6 11.0 22.4 21.6 19.9 3.3 /3.9 8.0 6.5 6.2 
Savings Bel 8.9 14.9 12.4 9.8 4.8 6.2 7.8 8.1 6.9 
Net borrowing DS; Pl WD) 9.2 10.1 —1.5 +2.3 0.2 —1.6 —0.7 
Malaysia . Investment ys 9.0 8.9 9.9 enlie Sil Mess ao 6.4 7.0 
Savings ie 14.3 14.7 11.8 seb 25 5.7 6.3 qc 
Net borrowing a2 —5.3 —5.8 —1.9 3.8 —0.4 0.1 
Pakistan . Investment * 12.0 ane 8.5 6.3 eae Tee 
Savings ae Rate 11.1 Mens one 0.5 
Net borrowing s: —2.6 eA 6.7 
Philippines Investment ave sire ee 17.9 wists ee rede 2.9 
Savings 11.2 19.5 17:2 17.8 Paey} 12 0.7 2.6 
Net borrowing ete ee 0.1 A vet ate soe 0.3 ote 
Sri Lanka Investment 9.7 7.1 15.0 13.9 geil 4.8 5.4 4.7 5.8 4.4 
Savings oe 43 8.9 11.8 ae tars 6.7 3 4.3 hy 
Net borrowing Ss 2.8 6.1 Del oi —1.3 ee 1s) nea 
Thailand Investment 11.8 13.7 18.0 18.0 3.9 6.5 7.4 7.6 75 
Savings 12:1 1277, 11.9 ae 3.4 3.6 2.6 ae aoe 
Net borrowing 0.3 1.0 6.7 0.6 2.9 4.8 
Sources: National official publications and information in the United Nations. 
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private sector. The total net borrowing of the two 
sectors together is, of course, equal to the balance 
of payments deficit. For convenience, all entities are 
measured as a percentage of GNP at current market 
prices. Table I-42 is consistent with tables I-40 and 
1-43 on total investment and savings ratios in chapter 
VII. The breakdown on the private and_ public 
sectors should be used with great caution, however. 
The data on sectoral savings and investments are not 
on standard national accounting definitions. It is 
not always clear exactly how the sectors have been 
delineated, to what extent stock changes are included 
in investments, and how public enterprises have been 
treated in relation to both investment and savings. 
For three countries, India, Pakistan and the Philip- 
pines, net borrowing is available for one single year 
only and no conclusions can be drawn in regard to 
trends. Moreover, the net lending for a sector is 
probably not very stable even on an annual basis and 
very substantial short-term changes in net lending 
may occur without signifying long-term trends. With 
these reservations, the following observations can be 
made: 


In all the countries concerned, with India an 
exception in regard to investment, the private sector 
dominates in regard to both investment and saving, 
and the majority of the countries (the Republic of 
Korea, Malaysia, the Philippines and Sri Lanka) 
mainly cover their public investments by public 
savings. India and Pakistan differ from the other 
countries in having both a relatively large share of 
public investments (about half in 1969 and 1970, 
respectively) and a modest level of public savings. 
In both countries, therefore, public investments rely 
substantially on finance from the private sector. 


However, the impact of a relatively low level of 
public saving upon private investment, and thus upon 
total investments, clearly depends on the flows of 
foreign finance. In such countries as India and 
Pakistan, which have experienced increasing difficul- 
ties in raising foreign finance, the impact is bound 
to be negative and substantial. Indeed, both countries 
had very low levels of private investment at the end 
of the 1960s. In Thailand, on the other hand, with 
substantial capital inflows, increasing public net 
borrewing from 1960 to 1969 had no such impact on 
private investments, the effect being an increasing 
balance of payments deficit on current account 
financed by private capital inflow. 


The lesson to be drawn is obviously that, whereas 
public savings are always of importance as a means 
for reducing foreign borrowing, they become a sine 
qua non for real capital formation in countries that 
are not procuring sufficient amounts of foreign bor- 
rowing. It should be stressed, however, that measures 
to increase public savings must go hand in hand with 


adequate foreign exchange rate policies to have their 
full beneficial effects on investments and growth. 


(c) Monetary policies 


It is difficult to find monetary indicators that 
adequately describe monetary policies. The monetary 
aggregates, such as money supply, suffer from well- 
known deficiencies in this regard. Velocity is not 
very stable in the developing countries of the region 
in either the short or the long term. In some coun- 
tries, such as Iran, Pakistan, the Republic of Korea 
and Thailand, income velocity of money (including 
quasi-money on IMF definitions) fell markedly during 
the period 1960-1970; during the same period it 
increased substantially in the Philippines and Sri 
Lanka. Development leads to changes in payments 
habits. Monetization of the subsistence sector is 
particularly difficult to allow for, and, in countries 
with credit rationing, loan ceilings and similar 
quantitative credit market policies, and controlled, 
institutional interest rates, a single indicator cannot 
summarize all aspects of monetary policy. It should 
be recalled also that money supply increases not only 
by the increase of the banking systems’ claim on the 
private sector but also by the increase of its net 
claims on the Government and by the increase in its 
net foreign assets. Hence, it is impossible to deter- 
mine the effects of changes in money supply without 
specifying exactly how these changes were brought 
about; and the development of money supply not 
only depends upon monetary policies proper (discount 
policy, open market operations, reserve requirements, 
etc.) but is also closely geared to fiscal and balance 
of payments policies. Indeed; with fixed exchange 
rates and the central bank serving as the bank of 
the Government, money supply may largely be the 
automatic reflection of the basic balance of payments 
deficit and the budget deficit (approximately defined). 
With all these reservations, table 1-43 brings the 


Table 1-43. ECAFE DEVELOPING COUNTRIES: 
CHANGE INMONEY SUPPLY (INCLUDING QUASI-MONEY) 
(in percentages) 


Annual 
compound 
rate of 1969 1970 1971 19722 
growth 
1960-1968 f 
India 8) 13.3 12.4 17.8 12.1 
Indonesia . . - 162.5 58.14 37.3 42.6 — 
Iran Be eae Mee 1 phot Wen 18.0 24.0 9.7 
Korea, Republic of . 39.1 63.9 32.8 20.5 35 
Malaysia (West) 8.1 S72 10.8 12.8 5 
Pakistan alts 9.6 11.7 13.8 19.4 
Philippines . 14.6 12.0 13.2 15.6 11.9 
Sri Lanka 7.0 52, 9.2 10.4 —1.8 
Thailand 14.4 iT kes) 13.9 16.0 5.3 


Source: International Monetary Fund, International Financial 
Statistics (November 1972). 
* Year ending 31 March. 
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change in money supply in the developing countries 


of the ECAFE region. 


For the period 1960 to 1968, the increase in 
money supply was clearly excessive in the Republic 
of Korea; the same is true for Indonesia, with the 
qualification that money supply was brought under 
tight control as from 1967. But, whereas in Indo- 
nesia, from 1962 to 1966, wild inflation (at a certain 
point of time even beginning to slip into hyper- 
inflation) was accompanied by a serious disruption 
and paralysis of the economy, in the Republic of 
Korea strong inflation was accompanied by rapid 
development in all fields. Moreover, when inflation 
was brought to an end in Indonesia the economy 
started growing. The region’s inflation experience 
does not settle the old issue of inflation and deve- 
lopment. 


In 1969, there was a certain tightening of 
monetary policies in some countries. In 1970, the 
money supply increased less than in 1969 in four 
out of the nine countries; yet it increased more than 
real GNP in all countries. In 1971, except in the 
Republic of Korea, the rate of increase of the money 
supply was higher than in 1970. As pointed out in 
chapter IV (table 1-2), the rate of growth of real 
GNP was generally lower in 1970 than in 1969 and 
in 1971 than in 1970, but prices generally rose more. 
To trace out the impact of monetary policy from 
these few facts is difficult. Developments of both 
real GNP and prices were greatly influenced by world 
events, and money supply changes were to some extent 
the passive result of budgetary and foreign exchange 
reserve developments. In some countries, however, 


deliberately tight monetary policies certainly put a 
brake on both real growth and prices. 


Table I-44 contains information on change in 
money supply and its counterparts in 1960 and 1970 
in major developing ECAFE countries, all measured 
as percentages of GNP at market prices. The table 
shows the banking system’s lending to or borrowing 
from the government sector, the private sector (outside 
the banking system), and foreign countries, (net for 
government and foreign countries, gross for the 
private sector); net lending to the private sector is 
found (approximately) through deducting change in 
money supply (col. 1) from (changes in) claims on 
private sector (col. 3). “Other items” consist of 
unclassified transactions, changes in capital and re- 
serves of the banking system and the like. 


In interpreting this table, it should be borne in 
mind that these data may show very substantial 
changes from year to year. It is difficult, therefore, 
to gauge trends from information about individual 
years. 


From 1960 to 1970, the change in money supply 
measured as a percentage of GNP at current market 
prices increased in all countries except India. This 
feature is, of course, related to the general tendency 
to higher rates of both real growth and price inflation. 


Apart from Sri Lanka, the main domestic function 
of the banking system has been to extend loans to 
the private sector, largely financed by deposits and 
note circulation held by the private sector itself. 
The increase in the banking system’s claims on the 


Table I-44. CHANGE IN MONEY SUPPLY AND ITS COUNTERPARTS 


(as percentage of GNP at current market prices) 


Change in Counterparts to changes in money supply 

Canniry) Year . supply — i ims on et foreign - , 

SR. Neti on Clemson, Net Jeri oer tem 
(1) (2) (3) (4) (5) 
India: 7s SRL ta een oe cat fs 1960 1.4 0.5 1.6 —0.2 —0.5 
1970 0.0 0.0 0.0 0.0 0.0 
Tian). ye eee yoo ee ere 1960 ei —0.4 2.6 0.8 —0.3 
1970 3.6 1.9 35 —0.3 —1.6 
Korea, Republicof . . . . 1960 0.5 —2.2 2.6 Tet —1.0 
1970 10.2 0.1 8.7 1.0 0.4 
Malaysia. (West) 2° 5. Ok 1960 2.6 —4.8 1.7 5:7 0.0 
1970 3.4 0.0 34 1.4 —1.5 
Pakistan’ § 4 syst @a sc 1960 13 1.0 1.3 0.2 —1.2 
1970 1.8 0.8 1.0 0.3 —0.4 
Philippingss 9." Fo, <a 1960 —0.4 —1.8 0.3 1.1 0.0 
1970 4.0 0.5 33 0.6 —0.5 
Sri Latkarg sea eS @ oa 1960 1.8 4.5 0.5 —3.0 —0.2 
1970 2.2 32, 0.1 —0.0 —1.0 
Thatlandis (2 3 60. 3 ae 1960 0.5 —4.7 1.6 —0.1 3.8 
1970 3.2 2.0 24 —0.7 —0.5 


Source: IMF, International Financial Statistics. 
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private sector everywhere exceeds the net increase 
of claims on the Government: in some countries (the 
Republic of Korea, Malaysia and the Philippines) 
substantially so. For the latter countries, as well as 
Iran, there was a relative increase in bank lending 
from 1960 to 1970, indicating that, in these countries, 
the banking system is playing an increasing role in 
financing private investment. This is particularly the 
case in the Republic of Korea. 


In these countries, however, the relation between 
the Government and the banking system also changed 
in a striking way between 1960 and 1970. In 1960. 
the Government was a net lender to the banking 
system, indicating that public saving was more than 
sufficient to finance both public investments and 
whatever net lending to the private sector and foreign. 
countries that the Government might have. By 1970, 
this was no longer the case, and, in some countries 
(Iran and Thailand), the Government even emerged 
as a net borrower from the banking system. From 
being a deflationary factor in the economy, the 
government sector in these countries has become a 
source of inflation. Expansion of both current and 
capital (real and financial) expenditure without a 
sufficient increase in current revenues is clearly res- 
ponsible for the change in the financial position of 
the government sector in these countries. Monetary 
data thus corroborate the conclusion of the discussion 
of fiscal policies: that stronger efforts for increasing 
tax revenues and public savings are needed even in 
the more successful high-growth countries in the 
region. 


The development has been quite different in 
India, Pakistan and Sri Lanka. In these countries, 
the banking system seems to have become less 
important in financing the private sector. In Sri 
Lanka, the Government has leaned on the banking 
system for finance, but, apart from a period in the 
mid-1960s, this has not been the case in India and 
Pakistan. 


The degree of government borrowing from the 
banking system is important for the stability of the 
economy. Everything else being equal, the rate of 
inflation and/or the balance of payments deterioration 
will be larger the more the Government relies on 


financing through the banking system. Since the 
possibilities of increasing public savings are often 
limited, it is crucial that the Government should have 
at its disposal monetary policy instruments that can 
neutralize the effects of government borrowing from 
the banking system. Unfortunately, such instruments 
may only work on private investments, thus only 
neutralizing the over-all effects of increasing govern- 
ment bank financing through cutting down private 
investment. Loan ceilings and other forms of credit 
rationing which have been applied by a number of 
countries tend to have this effect because financing 
of consumer purchases of durable goods plays an 
insignificant role in the developing countries and 
imports of such goods are often cut down to a 
minimum. Interest policies may affect savings direct- 
ly, of course, but the direction of the effect is 
uncertain and its magnitude unknown. 


Although the direct effects of the rate of interest 
on private savings may be too unpredictable and 
uncertain to be relied upon for practical policy 
purposes, the indirect effects through the market 
value of private wealth may be substantial and re- 
liable. Capital values of land and buildings will fall 
when the market rate of interest is increased, and 
so will the values of negotiable securities. There is 
some scattered evidence that wealth effects on private 
consumption in developing countries may be parti- 
cularly strong. If that is so, substantial effects of 
interest policies on private consumption may be 
expected. A prerequisite for such policies to be really 
successful, however, is that there is an effective open 
capital market and that people are accustomed to 
invest their savings in securities. The importance of 
creating an effective open capital market is not only 
to obtain a better choice of investments but also to 
supply the authorities with an effective policy instru- 
ment (open market. operations) that may have 
substantial effects on savings. The more private 
savings can be made to increase, the less do private 
investments need to be cut down in case government 
net borrowing increases. At present, few developing 
countries have the necessary institutional organization 
for rational debt management and open market opera- 
tions: The importance of institutional development 
in this particular regard has been emphasized in 
chapter XII, section d. 
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Chapter X 
BALANCE OF PAYMENTS AND COMMERCIAL POLICIES 


The Strategy of the Second Development Decade 
emphasized foreign trade and payments as a major 
vehicle of development. Special attention should be 
given to the expansion and diversification of the 
export trade of developing countries in manufactures 
and semi-manufactures, and these countries should 
intensify their efforts to make greater use of trade 
promotion as an instrument for the expansion of their 
exports. Developed market economies, on their side, 
should, through a number of measures and arrange- 
ments, make sure that obstacles to export from 
developing countries be removed and no new obstacles 
to such exports be established. Priorities should be 
given to reducing or eliminating duties and other 
barriers to imports of primary products, including 
those in processed and semi-processed form, and 
preferential arrangements should be implemented as 
early as possible in 1971. The centrally-planned 
countries. in particular, should take the trade needs 
of the developing countries into due consideration 
when quantitative targets are fixed in their long-term 
plans and adopt measures designed to maximize 
and diversify imports of primary commodities from 
developing countries and to make imports of manu- 
factures and semi-manufactures from developing 


countries constitute a growing element in their total 
imports of such goods. 


(a) Growth of foreign trade 


The growth of exports from the ECAFE region’s 
developing countries was quite high at the beginning 
of the Second Development Decade, although it was 
retarded by the general recession in the developed 
market economies. During the First Development 
Decade, the rate of growth for the total value of 
exports from the region’s developing countries was 
7.3 per cent, accelerating throughout the decade. In 
1969, a peak of 14.7 per cent increase was reached, 
obviously coinciding with the conjunctural peak in 
the United States and other developed market 
economies. The following two years, the growth rate 
levelled off to 12.0 and 9.7 per cent in 1970 and 
1971 respectively. The comparison with world ex- 
ports given in table I-46 shows that, although the 
export performances of the ECAFE region’s deve- 
loping countries fell short of those of the world, they 
were better than those of all less developed, primary 
producers, excluding oil exporters. In particular, this 


VALUE AND CHANGE OF TOTAL EXPORTS 


AND IMPORTS, 1960-1971 


Table I-45. 
Compound percentage 
ann: Taies 
1960-1970 1965-1970 
Hong Kong . Exports 13.8 17.1 
Imports 11.0 13.1 
India Exports 3.9 3.0 
Imports —08 —46 
Indonesia Exports 3.9 76 
Imports 5.0 5.5 
Iran . Exports 10.9 12.7 
Imports 12.0 15.6 
Korea, Republic of - Exports 382 36.7 
Imports 19.1 33.8 
Malaysia Exports 3.6 65 
Imports 4.3 4.8 
Pakistan . Exports 6.3 6.5 
Imports 5.8 2.0 
Philippines . . . Exports 6.6 6.3 
Imports 6.3 63 
Singapore Exports t pee 9.6 
Imports 6.3 14.6 
Thailand . Exports 5.4 2.3 
Imports 10.7 11.2 
Value weighted increase Exports PLS 9.61 
for above countries Imports 7.78 8.36 


Percentage changes from previous year 


1968 1969 1970 1971 19724 
14.2 24.8 15.5 14.2 24.4 
13.2 19.4 18.2 16.6 9.3 
8.7 AT 10.4 3.8 16.3 
—95 —I123 —3A4 15.4 10.3 
12.9 10.7 21.4 23.1 ae 
10.3 9.1 14.3 31.5 oie 
—25 117 12.1 UZZ aa 
23.9 10.2 8.5 12.8 ek 
422 36.7 342 PS boo 40.8 
46.9 24.7 8.8 20.7 0.1 
10.7 22.6 Ze —3.0 4.6 
6.8 1.6 19.9 1.6 14.5 
11.6 —5.4 6.2 —79 1.6 
—9.5 ao 112 —203 —435 
43, —02 24.2 40 —10.4 
IZ. —2.0 —35 8.7 12.1 
115 21.9 0.3 12.9 15.7 
153 22.8 20.6 14.9 15.5 
—34 7.6 0.3 17.0 35.0 
85 8.0 41 —0.5 10.8 
9.01 14.72 11.98 9.70 see 
10.96 9.54 10.69 11.95 


Sources: IMF, Annual Report, 1971; and International Financial Statistics. 
* First quarter of 1972 compared with the same quarter in 1971. 
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was the case in 1971. In this sense, the region has (b) Balance of payments 
started out very well in the Second Development 
Decade. Available, scanty information points to a 
substantial increase in 1972; the upswing in the 
United States and other market economies should 
create better export conditions, although the restrictive 
measures taken by the United States in relation to 
textiles are bound to have serious adverse effects 
upon the export performances of the Republic of 
Korea, Hong Kong and Singapore. 


Table I-47 shows the developments of the balance 
of payments from 1968 to 1970 or 1971 for the 
region’s developing countries, with the balance of 
goods and services (including private transfers) and 
a breakdown of capital items on central government 
borrowing and aid, private long-term (column 3) 
and short-term (column 4) capital movements, ‘and 
monetary authorities (column 5— basic balance). 
Apart from Malaysia, all countries run substantial 
balance of payments deficits on current account. 

Imports to the region’s developing countries were although, for some countries, the deficit has fallen 
also higher at the beginning of the Second Develop- during recent years. 
ment Decade than during the period 1960-1970, but 
the developments from 1968 differ from those of the 
export value. The growth rate of the total value of 
imports dipped a little in 1969 to 9.5 per cent, but 


Table I-47 reveals large differences between 
countries in regard to the type of capital movements 
that dominates the capital account. In India, Indo- 
nesia, Iran, Pakistan and Sri Lanka, central govern- 


then increased to 12.0 per cent in 1971. The ten- ment loans and transfers dominate. In the Republic 
dencies for 1972 are not clear yet. The growth rate of Korea, Malaysia, the Philippines, Singapore and 
of 12.0 per cent in 1971 was slightly higher than Thailand, private capital movements are by far the 
that for less developed primary producers, excluding most important; and, among these countries, Malaysia 
oil exporters (table I-46). and Singapore stand out as being dependent partly 
upon short-term capital flows in the form of bank 

With the different developments of export and deposits. 


import growth, the trade balance for the region’s 


: Exchange reserves also differ greatly between 
developing countries deteriorated somewhat from 1969 


countries. Thailand has substantial reserves, corres- 


to 1971 and, with present tendencies, a further ponding in 1971 to about eight months’ imports; they 
deterioration should not be excluded. were even higher in 1968. India and Malaysia also 
have relatively large reserves, corresponding to about 
As regards both export and import performances, half a year’s imports. In regard to the balance of 
there are large difference among the countries con- payments, however, these two countries are in a very 
sidered here. Hong Kong, the Republic of Korea, different position: India with a certain deficit, was 
Singapore and Iran continued to expand exports very dependent upon central government loans and trans- 
fast, and were recently joined by Thailand and fers, Malaysia with a surplus (in 1971 exceptionally 
Indonesia. However, performances on the Indian a small deficit) was partly dependent upon private 
subcontinent were modest and poor, for a number capital flows. The other countries have generally low 
of reasons. reserves. 


Table I-46. GrowTH OF EXPORT AND IMPORT VALUE 
IN WORLD AND CERTAIN AREAS 


(in percentages) 


Annual Change from preceding year 
average, 

1960-19708 1968 1969 1970 1971 

Export value: 
World . * Gear 95 11.9 14.6 14.8 11.6 
Less developed areas . é dad 9.8 12.1 11.8 11.0 
excluding oil exporters . 7.4 9.1 14.3 iM 1.5 
ECAFE region . 7.3 9.0 14.7 12.0 9.7 

Import value: 
World . ans 95 11.5 1339) 14.6 115 
Less developed areas . Peete 6.5 8.8 9.8 11.8 12.0 
excluding oil exporters -  . 6.8 8.3 9.7 12.3 10.5 
ECAFE region ees 7.8 11.0 9.5 10.7 12.0 


Sources: IME, Annual Report, 1972; table 3, and table I-45. 
Note: “Less developed areas” are primary producing areas that are not “more 


developed”. 
* Compound annual rates of change. 
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Table I-47. SELECTED DEVELOPING COUNTRIES IN THE ECAFE REcIon: 
BALANCE OF PAYMENTS SUMMARIES 
(in million US dollars) 
ee eee ee yt ed 


= 5 
food and std Private Deposit B. ‘lauidiy 
Country Yeer Babar: ed ate capital ni.e. moncy banks balance pp 
private and transfers cit. 
bransfers 
(1) (2) (3) (4) (6) (6) 
srk lS? 2 0 ees 1968 —620 939 —13 —174 —72 27.6 
1969 —287 752 —34 —46 —385 42.4 
1970 —445 694 —24 —31 —194 47.8 
1976 —386 549 —19 45 —189 20.6 
(3 quarters) 
1971 —é10 708 —33 —10 —55 17.8 
(3 quarters) 
Indonesia . . . 1968 —251 213 38 —15 —i15 
1969 —361 236 43 34 —48 
1970 —401 305 56 17 13 
1971 be “aa Se ie Sate 
ian. *) SE, 1968 —418 345 89 —119 103 21.0 
1969 —543 396 110 —60 97 20.4 
1970 —520 344 44 —174 306 12.6 
1971 Z 412 SS aoe ae 33.2 
Korea, Republic of . 1968 —562 142 401 58 —39 29.7 
1969 —653 296 439 83 —165 34.3 
1970 —708 252 421 .- 85 —50 33.7 
1970 —173 -51 100 42 —20 13.9 : 
(1 quarter) i 
1971 —203 32 167 —44 48 11.6 
(1 quarter) 
Malaysia a 1968 20 15 46 —50 —31 44.7 
1969 206 56 53 —183 —132 58.5 
1976 36 10 53 —75 —14 52.4 
1971 —39 121 55 —75 —62 59.3 
Pakistan 2 js 1968 —44) 453 57 —21 —48 24.2 
1969 —417 323 149 —19 * —36 315 . 
1970 —705 320 203 54 128 16.0 
1971 soz ais shee nie nae 19.3 
Philippines . . . 1968 —294 81 363 —191 4) 12.5 
1969 —283 73 200 —98 108 9.6 
1970 —55 66 217 —1389 —39 13.4 
1971 3 100 52 —72 —83 17.5 7 
Singapore . . . 19638 —157 52. 40 282 —217 13.1 f 
1969 —232 11 47 269 —95 12.1 s 
1970 —635 39 119 661 —184 12.0 ' 
1971 —884 39 127 1,039 —321 12.1 4 
StiiLanka . .. 1968 —64.4 40.5 —3.0 —9.6 36.5 14.1 
1969 —141.7 84.7 —3.4 52 55.2 9.4 
1970 —714 72.0 —0.9 —6.9 T2 11.0 
1971 —Si1.1 82.5 —5.2 15 277 15.0 
Slealande os es 1968 —207 94 89 37 —13 89.0 
1969 —258 61 117 44 36 80.1 
1970 —295 44 103 69 79 715 
1971 —188 43 68 11 66 68.7 


1 


Sources: IMF, International Financial Statistics, October 1972; Col. (1) = items 70 +- 71a; Col. (2) = 
71b + 72b; Col. (3) = item 72a; Col. (4) = items 74a + 74b + 77; Col. (5) = 75 + 76; 
Col. (6) = (item 1/item 71) X item a. All countries except Indonesia. 


IMF, Indonesia, 1971 Annual Report; table 37, p. 122. Not entirely comparable with other 
counties. 
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(c) The exchange rate alignments 


In late 1971, after intensive bilateral and other 
discussions and negotiations, the Group of Ten agreed 
upon a set of new parities among the leading cur- 
rencies. Accordingly, on 18 December 1971, the 
United States announced its intention to devalue the 
dollar by 7.89 per cent in terms of gold, by raising 
the price of gold from US$35 to US$38 per fine 
ounce. The pound sterling subsequently was first 
devalued and then went floating, but there has been 
no change in the Swiss franc or the French franc 
in terms of gold. The other major currencies, except 
the Canadian dollar which continues to float, were 
revalued in varying degrees. The over-all average 
appreciation of major currencies in relation to the 
dollar is about 10 per cent, the Japanese yen showing 
16.9 per cent revaluation, followed by the Deutsche 
mark at 13.6 per cent, and other currencies less. The 
new parities are allowed to fluctuate by up to 2.25 
per cent either way. The new set of parities and 
wider margins has been approved by the International 
Monetary Fund. On 20 December 1971, the 10 per 
cent import surcharge was removed by the United 
States. 


With the leading currencies realigned and new 
parities set for them, many developing countries of 
the ECAFE region have realigned their own currencies 
as set out in table I-48. 


Table I-48. 

ECAFE DEVELOPING COUNTRIES AND TERRITORIES 
WHOSE OFFICIAL EXCHANGE RATES CHANGED IN 
TERMS OF THE UNITED STATES DOLLAR 
AFTER 18 DECEMBER 1971 


Country Percentage change® 
LACE lene, Mea. | Ge Mian Clee —10.97 
Sy) p ee ey et a Jaca ae as +8.57 
India : rs +3.03 
Malaysia . +8.57 
Singapore +8.57 


ECAFE DEVELOPING COUNTRIES WHICH MAINTAINED 
THEIR OFFICIAL EXCHANGE RATES IN TERMS 
OF THE UNITED STATES DOLLAR AFTER 
18 DECEMBER 1971 OR HAVE FREE MARKETS 


Khmer Republic Philippines 
Afghanistan Republic of Korea 
Indonesia Republic of Viet-Nam 
Tran Sri Lanka 

Laos Thailand 

Nepal 


Sources: IMF, International Financial News Survey, vol. XXIII, 
No. 50, 22-30 December 1971, pp. 420-422, and Press 
Release, No. 876, 13 January 1972. 
* Changes in the amount of United States dollars required 
to purchase a unit of foreign currency. Plus sign in- 
dicates an appreciation against the dollar. 


Indonesia, the Republic of Korea, Nepal, the 
Philippines and Thailand are maintaining their cur- 
rency values unchanged with the United States dollar; 
Burma has devalued against the dollar by 10.97 per 
cent: Malaysia retains the gold parity, with sterling; 
and India revalued 3.03 per cent against the dollar 
by linking itself with sterling at its latest floating 
market rate. Afghanistan kept the official par value 
unchanged but is de facto largely on a floating rate 
system. 


The realignment of currencies is an important 
first step towards a properly reformed international 
monetary system, but some areas of uncertainty re- 
main. These concern the policies that are to be 
carried out by the large industrial countries to restore 
full employment and reasonably rapid rates of econo- 
mic growth; and the way in which the international 
monetary system is reformed to ensure the provision 
of adequate international liquidity, and to make future 
exchange rate adjustments easier. These areas of 
uncertainty are related: the willingness of countries 
to carry out expansionary domestic policies at the 
possible cost of a deterioration in their balance of 
payments is, to a considerable extent, determined by 
the availability of international liquidity and by the 
degree of rigidity of exchange rates. The significance 
of this point becomes apparent when the role of the 
United States balance of payments deficits: in the 
present operation of the international monetary system 
is considered. The United States deficits have been the 
main source of international liquidity since the early 
1950s. If this source disappears as a result of the 
elimination of the deficit, a shortage of international 
liquidity may develop. This could induce countries 
to resort to contractionary domestic and restrictive 
trade policies. 


There is general agreement that a comprehensive 
reform of the international monetary system is needed, 
and that an internationally managed reserve asset, 
such as SDRs, should be predominant in the world 
reserve system. However, there is no agreement yet 
about the specific nature and timing of the reforms 
required. A group of 20 countries, in which deve- 
loping countries are represented, is now discussing 
the matter. Developing countries are profoundly 
concerned that the international monetary system 
should function properly. They have also a particular 
interest in the method used for the allocation of new 
liquidity (SDRs), and especially whether this should 
be linked to development aid. It is essential that 
developing countries should participate in such de- 
cision-making processes. 


The move towards more flexible exchange rates 
has taken two forms. First, there has been a widening 
of the margins around parity in which exchange rates 
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are permitted to fluctuate. Secondly, there has been 
increased recognition of the desirability of less rigid 
rates by various institutions and authorities. 


The adoption of less rigid exchange rates by the 
developed countries — which does not imply floating 
rates — should have three beneficial effects on ECAFE 
developing countries. First, the reluctance for balance 
of payments reasons of some developed countries to 
give aid and to liberalize imports should be reduced. 
Secondly, the ability of the developed countries to 
maintain reasonable levels of employment and econo- 
mic growth, without fear of a balance of payments 
crisis, is likely to result in a faster and more stable 
rate of growth in demand for the goods and services 
of developing countries. Furthermore, protectionist 
pressures within the developed countries may not be 
so strong under conditions of full employment and 
growth; hence the possibility of the liberalization of 
controls on imports of specific industries, such as 
textiles, is enhanced. Thirdly, the adoption of more 
flexible rates will mean that surplus as well as deficit 
countries bear some of the burden of balance of 
payments adjustment. 


One of the standard objections to exchange rate 
changes is that they increase uncertainty. Frequent 
changes in the exchange rates of developed countries 
could cause uncertainty in developing countries about 
their terms of trade, stability of markets, and the 
value of foreign credits, liabilities and assets.1 It is 
true that exporters and importers can hedge in the 

‘forward exchange markets, but there are costs con- 
nected with hedging. However, uncertainty has also 
come to exist under a system of rigid exchange rates. 
In the light of experience since the Second World 
War, there can never be total confidence that any 
exchange rate will not in fact be altered. Further- 
more, there can be uncertainty about alternative 
measures that might be used instead of an exchange 
rate adjustment, e.g. import surcharges, sudden re- 
ductions in aid, controls on foreign investment, or 
fiscal policies aimed at reducing aggregate demand 
and the demand for imports. All of these measures 
impose problems for commerce and industry in 
developing countries and are likely to be just as 
serious as problems arising from frequently adjusted 
exchange rates. 


Nevertheless, a move towards more flexible pari- 
ties and the realignment of exchange rates makes 
explicit a problem of economic management: namely, 
to what currency, if any, should the value of a 
developing country’s currency be tied and in what 
form its international reserves should be held. To 


? This subject was one of special concern at the third UNCTAD 
meeting in Chile, 1972. 
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leave the currency permanently aligned to that of 
one country, when exchange rates between other 
countries are frequently changing, is likely to result 
in a sub-optimal exchange rate for the developing 
country. Individual developing countries are there- 
fore likely to find it necessary to operate positive 
exchange rate policies and to be prepared to alter 
their rates to meet changing circumstances, including 
exchange rate realignment by the developed countries. 


The impact of the exchange rate realignments on 
developing ECAFE countries, as -distinct from the 
impact of increased exchange rate flexibility, will 
depend upon the response of the developing countries 
to the alignments of the exchange rates of the 
developed countries and upon the general economic 
situation consequent to these changes. In particular, 
it will depend upon whether developed countries are 
prepared to expand their economies or whether they 
will continue to protect their respective balance of 
payments by contractionary domestic policies and 
import restrictions. Where such measures are used, 
care should be taken to minimize their impact on 
developing countries. 


Provided that the changes in exchange rates are 
accompanied by expansionary policies on the part of 
the developed countries, several favourable develop- 
ments can be anticipated. First, to the extent that 
the rate of economic growth in the United States 
accelerates, there would be an increased demand for 
primary products and a weakening of the protectionist 
lobby against manufactured imports. Secondly, with 
a removal of international uncertainties, the reflation 
of economic activities in developed countries should 
proceed more rapidly, with associated positive effects 
on their imports from developing countries. Some 
shift in demand for certain types of manufactured 
goods to the more advanced of the developing coun- 
tries in the ECAFE region can also be anticipated. 
Finally, there may be a flow of investment capital 
from appreciating industrial countries to the deve- 
loping countries in order to take advantage of the 
increased competitiveness of the latter. 


The exchange rate changes will also cause some 
difficulties for the developing countries. Their com- 
modity terms of trade will tend to worsen. On the 
other hand, their currencies will be less overvalued. 
Another problem concerns the value of foreign 
exchange reserves held by ECAFE developing coun- 
tries. To the extent that these are held in United 
States dollar units, their real value has fallen. The 
seriousness of this loss will depend upon the structure 
of each country’s trade as well as upon the structure 
of the foreign exchange reserves. Calculations by the 
UNCTAD secretariat show that, for a sample of 57 
developing countries, the decline in purchasing power 
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from the 
increase in the 
developing countries’ reserves by US$460 million, 
_ added US$3,800 million to the reserves of developed 


Chapter X. Balance of Payments and Commercial Policies 85 


of their reserves will be 3 per cent or somewhat 


more than US$500 million, even when allowance is 


made for the increased dollar price of gold and other 
reserve assets. On the other hand, developing coun- 
tries which have liabilities (either private or official) 
denominated in terms of United States dollars gain 
devaluation of the dollar. While the 


dollar price of gold increased 


countries. 


It is difficult to generalize about the effect of 


| the exchange rate changes on the balance of payments 


of the developing countries, but most of the countries 
that have no or only a small appreciation of their 


exchange rate relative to the dollar can expect some 
improvement in their balance of payments in the 
_ intermediate term because of the effective depreciation 
_ of their exchange rates relative to other major trading 


countries. If the current changes in the international 
monetary situation result in expansionary conditions 
as described above, then the total effect, once the 
adjustments to the price changes have been made, 
should be favourable to the developing countries. 
However, if appreciating developed countries are not 
able to maintain output at full employment level and 
if the shortage of international liquidity results in 
surplus countries resisting any weakening of their 
balance of payments, the outlook for the developing 
countries will be less favourable. 


(d) Trade between developing ECAFE countries 
and centrally-planned countries 


Although, in terms of geographical area and 
population, the two groups “developing ECAFE 
countries’ and “centrally-planned countries” represent 
the largest regions of the world, and their combined 
population is over 2,000 million (more than two-thirds 
of the world’s population), the present share of the 
two groups in the total world trade is relatively small. 
There was considerable progress in the development 
of trade between them during the period 1955-1970, 
but trade with the centrally-planned countries still 
forms a very small proportion of the total trade of 
developing ECAFE countries. In 1969, the imports 
of developing ECAFE countries from the centrally- 
planned countries were 7.6 per cent of total imports, 
while their exports constituted 6.7 per cent of total 
exports. In recent years, however, the centrally- 
planned countries have intensified their efforts to 
accelerate the growth of trade and to promote the 
diversification of their trade with the developing 
countries of this region. The progress which they 
make will depend, in large measure, on the positive 


steps which developing countries themselves take to 
promote closer trade and economic ties with the 
centrally-planned countries. 


The experience of developing ECAFE countries 
during the last 12 years has shown that, with some 
countries adopting adequate policy and institutional 
frameworks for the efficient administration and 
management of their bilateral trade, they could make 
better use of their opportunities for expanded trade 
with the centrally-planned countries. At present, 
there is greater awareness of these problems, especially 
in countries which have developed various forms of 
trade and economic co-operation with the centrally- 
planned economies. Some of them have introduced 
special institutional changes and measures for streng- 
thening their administrative machinery in order to 
cope with a wide range of objectives, including the 
implementation of export programmes, price stabiliza- 
tion of strategic consumer goods (and intermediate) , 
government participation in direct import of “essen- 
tials”, and bulk purchase of commodities under 
special trade arrangements. In Afghanistan, proposals 
for reorganizing the Government’s Monopoly Import 
Organization are under consideration. In India, new 
subsidiaries and specialized agencies of the state 
trading corporation (STC) and an industrial raw 
material assistance centre (IRMAC) have been set 
up. In Sri Lanka, a wide range of administrative 
and institutional changes include the establishment of 
a number of new state trading institutions. In 
Singapore, the trade corporation INTRACO has en- 
larged its range of imports of strategic items; and, 
in Malaysia, PERNAS (the state-sponsored organiza- 
tion for foreign trade and industrial development) 
has set up subsidiaries and joint ventures. 


The most encouraging feature of the new develop- 
ments is the changing commodity composition of 
trade between the centrally-planned economies and 
the developing ECAFE countries. In the last five 
years, the import-export schedules supporting the 
trade agreements with most countries in this region 
clearly demonstrate this structural change from an 
almost exclusive list of primary agricultural and 
mining products to a second stage of diversification, 
represented by processed and semi-processed goods, 
and to the present stage which-includes manufactures 
and semi-manufactures in the import scheduled of the 
centrally-planned economies. Co-operation in the 
field of industrial development is proving to be a 
fruitful aspect of economic relations between the 
centrally-planned economies and the developing coun- 
tries of this region. The trade-creating effects of 
such collaboration, the benefits flowing from the 
transfer of technology and the long-range prospects 
of a balanced growth of exchange are increasingly 
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evident in Afghanistan, India, Iran and Pakistan 
(and to some extent in Sri Lanka).2. These industrial 
co-operation arrangements take various forms. Often 
they are based on the partial division of labour, 
providing supply of plant and equipment on credit 
and accepting repayment of such credits with the 
goods manufactured by these plants. 


Provisions for the repayment in kind of long-term 
credits (which proved to be of great help in the 
expansion of trade and industrial production) are 
now a standard arrangement under trade and loan 
agreements with the centrally-planned countries. 
Nevertheless, problems of non-convertibility, unused 
credit balances, and interruption of trade flows (in 
adjusting imbalances) remain issues which can be 
resolved only within a framework of careful planning 
and organization. Allegations of misuse of resources 
are often made against “trial and error” approaches 
to these problems. 


However, in the actual implementation of these 
measures, most developing countries of the ECAFE 
region have encountered several practical difficulties. 
The experience of the last decade has shown very 
clearly that it will not be possible to cope with such 
problems until Governments succeed in establishing 
an appropriate administrative and policy framework 
and adequate institutional arrangements for the 
formulation and implementation of trade-industry 
plans and programmes. As trade flows and volume 
of credits granted under trade and payments arrange- 
ments increase, the problems of settlement of trade 
balances and repayment of credits will become in- 
creasingly complex. Such problems include the 
administrative tasks of co-ordinating programmes of 
domestic production and import-export plans. The 
repayment of credits in specified goods and related 
issues will become national responsibilities and will 
require strenuous efforts in organization and manage- 
ment at the highest levels of the administrative 
apparatus. The skilful management of these opera- 
tions will be vital and will crucially determine a 
country’s trade performance. 


There is an increasing awareness amon the 
developing countries of this region that bilateralism 
in trade can be exploited to mutual benefit only if 
import-export transactions are concluded on the basis 
of long-term planning and if foreign trade plans form 


2 This form of co-operation in the industrial field is comprehensive- 
ly covered in the UNCTAD document “Industrial co-operation in 
trade between socialist countries of Eastern Europe and the develop- 
ing countries” (TD/B/350). 
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a part of the economic development plans of the 
country. Furthermore, it has, of course, to be care- 
fully balanced against the possibilities of multilateral 
trade. For the efficient administration of bilateral * 
trade, an adequate institutional framework is necessary ~ 
to carry out a complex range of functions. These © 
varied responsibilities include: objective evaluation © 
of emerging trends, appraisal of progress on a con- 
tinuing basis, organization of balanced exchanges of 
surplus products, utilization of idle capacities, evalua- 
tion of alternative trade possibilities and a host of 
related issues arising from the year-to-year manage- 
ment of trade plans and policies. 


The recent experiments with mixed economic 
committees and joint expert groups® have underlined 
the long-felt need for some effective administrative 
machinery for active participation in trade and pay- 
ments managements. These groups provide a useful 
forum where high-level representatives of the trading’ 
partners can co-operate in the formulation and imple- 
mentation of policies, protocols and trade plans, in 
the periodic evaluation of progress in these fields, 
and in co-ordinating trade and industrial production’ 
programmes. ‘This organizational structure is still at 
the early experimental stage and few Governments 
have as yet made full use of it for coping with the 
varied problems which arise in implementing trade 
and payments agreements and industrial co- operation 
arrangements in particular. 


These measures may have to be supported b 
other arrangements, since the traditional policy ap- 
proaches, trade techniques and commercial practices’ 
of market economies are too often inadequate td 
meet the demands of the new situations. Som 
Governments have accordingly placed greater reliance: 
on state trading and other forms of state interventio 
in foreign trade. A comprehensive framework of 
state trading and trade licensing envelops the importt 
sector of India. In Sri Lanka, a number of newlyr 
established state trading institutions and recent policy 
changes have enlarged the range of government’ 
participation in foreign trade. Malayaidl economic 
plan strategy coaaterdalaise t ‘a more active and direct 
government participation in commerce and industry”.7 
In Singapore, the government-sponsored INTRACC 
(International Trading Company) is progressively 
influencing the volume and range of imports and! 
exports. : 

: 


mittees: the Standing Iranian-Soviet Commission for Economic 
operation set up in 1968. Recently concluded trade and payments: 
agreements provide for setting up such commissions and committees 

“The Prime Minister, Tun Abdul Razak, in his foreword to The 
Second Malaysian Plan, 1971-1975, , 
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(e) Trends in international specialization in 
manufacturing 


The attitudes of developing countries towards 
international specialization are at present changing 
markedly. The enthusiasm for one-sided. industrial- 


ization based upon import substitution with high 


levels of effective protection has diminished as more 
and more countries have come to recognize the costs 
of an excessive use of this development strategy. 


‘These costs have included excessive capital intensity 


and labour-saving techniques and excess capacity; the 
misallocation of resources away from potential and 
existing export industries in agriculture and manu- 
facturing; persistently high levels of import demand 
due to the need for imported inputs of raw materials, 


_semi-processed products and capital equipment; and 


the overpricing of labour relative to scarce capital. 
There is an increasing understanding that, once the 
opportunities of import replacement in less sophis- 
ticated lines of production have been exploited, the 
absence of adequate scale economies adds considerably 
to cost. It should be noted, however, that the extent 
to which the awareness of these factors has brought 
about a shift in industrial strategy depends among 
other things on the size of the domestic resource 
base. In very few countries has the industrialization 
process commenced and flourished without the aid of 
protection and there can be no doubt that import- 
substitution policies will remain important in the 
industrial strategies of the countries of the region. 
However, in many instances, apparently high rates 
of effective protection are overstated because the 
currency of the country is overvalued. Nevertheless, 
the emphasis has changed and many countries are 
seeking a more rational pattern of specialization based 
on growing skills and industrial capabilities. None 
of them, of course, is seeking a return to the early 
twentieth century pattern of trade which emphasized 
the exchange of primary commodities for manufac- 
tures, but, instead, they are seeking the diversification 
of their export structure by the expansion of manu- 
factured exports. 


While there are many grounds for welcoming this 
reversal of the industrialization strategies, there are 
also a number of possible disadvantages arising from 
the manner in which the new strategy is implemented; 
and there are some further problems brought about 
by the trade policies of the developed countries. 


As a background for discussion of these problems 
several conclusions emerging from the experience of 


the trade patterns of ECAFE developing countries in 


the late 1960s should be noted. 


First, it is evident that many countries have 
been able to make inroads into the developed coun- 


tries’ markets with manufactured exports in spite of 
tarifls and other trade barriers. The major products 
involved in this expansion of exports were labour- 
intensive commodities, such as processed foodstuffs, 
textiles, clothing, leather products, footwear, wood 
and wood products. 


Secondly, it has become increasingly evident, 
given existing protectionist policies in the developed 
economies, that the scope for market expansion of 
these types of exports is limited. Partly as a result 
of this circumstance and partly as a result of the 
national development of additional skills and more 
sophisticated production methods, some semi-indus- 
trialized developing countries commenced the reorient- 
ation of their manufactured exports towards electronic 
equipment and components, requiring a combination 
of imported capital and managerial talents with a 
local supply of relatively skilled, low-cost, and dis- 
cipiined labour and technicians, and towards such 
relatively more capital-intensive goods as telecom- 
munication equipment, switchgear, machine tools, 
accounting machines, typewriters, railway vehicles, 
steel and steel products. In many instances, associat- 
ed export-incentives are required to offset the effects 
of overvalued exchange rates, but current indications 
are that these semi-industrialized developing countries 
may soon have a comparative advantage so large that 
moderate tariff barriers will provide no impediment 
to the promotion of their export sales. 


Thirdly, it has become increasingly evident that, 
so far as the less skill-intensive export commodities 
are concerned, moderate inroads into developed 
economy markets have unfortunately led to quantita- 
tive restrictions. In the case of the United States, 
total imports of man-made textiles comprised only 
some 10 per cent of total domestic production, yet 
the expanding import led to a global imposition by 
coercion of ‘voluntary’ quotas. The extremely rapid 
acceleration of the flow of imports rather than its 
size in a relatively depressed field of production in 
the United States, with strong resistance from labour 
unions, serves to explain the reactions of the United 
States Government. The case illustrates the import- 
ance for developing countries of a high level of 
employment in the developed countries. 


Finally, opportunities for trade expansion in 
manufactured products among the developing coun- 
tries has been impeded by the high tariff walls that 
these countries raised initially against imports from 
developed countries. The formidable problems in- 
volved in securing expansion of trade between 
developing countries are discussed in chapter XIII. 


& 


(f} Policies of developing ECAFE countries 


In the case of both developed and developing 
countries, trade and other policy measures are i 
if the export manufacturing development goals of the 
Second Development Decade are to be satisfactorily 
attamed. Policies of the developing countries are 
examined first. 


Except for the predominantly free trade city 
economies of Hong Kong and Singapore, the average 
nominal levels of tarifis of ECAFE developing coun- 
tries range from those countries with moderate 
average tariff structures of 35 to 40 per cent to those 
with hich tariff structures of 60 to 80 per cent that 
are often supported by a network of import restric- 
tions and prohibitions, As might he expected. the 
former group of countries usually seem to have 
exchange rates that approximate a long-run equili- 
brium level. while those of the latter group of 
countries are overvalued, depending upen the tariff 
- Structure and other import impediments. 


In the past. such protection discriminated against 
beth rural and manufactured exports. Recently, in 
an attempt to develop the latter, a comprehensive set 
ef export incentives in the form of customs draw- 
backs, tax exemptions, capital subsidies and trade 
Premotion expenditures has heen imtroduced or 
strengthened in an attempt te offset the distortions 
created by excessive and discriminatory tariff schedules 
and the overvalued currencies. 


This attempt to redress the bias in favour of 
import substitution by additional special measures has 
created a number of problems. First, because of the 
many forms which export imcentives can take, the 
effective rate of protection accorded many export 
industries is net known and, as im the case of tariffs. 
litt er no attempt is made to determine the level of 
protection Im accerdance with econemic or other 
objectives. Secondly, many countries are now im 
troducing incentives for exports simply because other 
countries have them and there is a strong possihility, 
again as im the case of tariffs, that the incentives 
given are greater than manufacturers require to export. 
Thirdly, while. to same extent, the bias against certain 
exports may he corrected. fresh distortions are intro- 
duced te the extent that the incentives de not apply 
to other manufactured experts and to agricultural 
experts, As 2 result, the internal terms of trade tam 


Te remedy this situation, twe basic policy sppro- 
aches may be adopted. First, tariffs and/or export 
subsidies should cenerally be reduced to more uniform 
levels, This does mot mean that exceptions may not 
be justified. Ideally, what is required is an assess. 
ment em a case-by-case basis of the amount of pro- 
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tection required which takes into account the need 
for infant industry support and the existence of 
external economies and diseconomies, and which makes 
allowance for overvalued exchange rates. In practice, 
given the lack of skilled manpower with which to 
carry out such benefit-cost calculations, the more 


uniformly structural an export subsidy or tariff a 
is, the more economically viable will be the i 

production structure. This assumes, of course, 
removal of other forms of protection. However, the 
most rational policy is undoubtedly an adjustment of 
the exchange rates that removes the existing over- 
valuation and thus permits the abolishing of existing 
protection and export subsidization. A certain per- 
manent undervaluation might even be appropriate. 
These problems have already been discussed to som =) 
extent in chapter VII, sections (d) and (e). 7 


At this point, the revenue aspect of such policies 
should not be forgotten. Developing countries rely 
heavily upon foreign trade taxes as a source of 
budget revenue and may not be administratively 
capable of collecting sufficient amounts of revenue in 
other ways. This fact does not speak against more 
uniform import and export taxes, nor does it speak 
against replacing import taxes and corresponding, 
offsetting export subsidies by exchange rate adjust- 
ments, for such policy moves do not imply a net 
loss of budget revenue. - But it does speak against) 
replacing protectionist taxes on imports in general’ 
by devaluations. It should be emphasized, however, 
that, at a given deficit in the balance of paymen Ss, 
a devaluation creates revenues for the Government. 
(central bank) that to some extent may offset the 


b 


less in revenue from the trade taxes that the devalua- 


Hien replaces. 


One major step forward has already been taken 
with the adoption of the general preference scheme 
for developing countries by the European Economie 
Community, the United States (provisionally) and 
other countries.” In the ECAFE region, Japan and 
New Zealand have adopted the scheme, and such a 
scheme has existed in Australia for several years. 
On a global basis, it is expected that the net increase 
in the export of manufactures of developing countries 
te developed markets will be US$1 billion. Textiles 
and clothing have not heen included in the preferen se 
scheme, however, and it seems likely that developed 
countries will have recourse to quotas whenever im) 
ports become significant and/or threaten a domestic 
industry. However, such quotas should not go beyond) 
what is needed for a relatively painless phasing ou 
of the developed countries non-competitive industries. 
help to developing countries if developed coun ries 
were to allocate funds for such purposes. / 
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The institution of the generalized preference 
scheme can in no way be regarded as a substitute 
for the requirement that the developed countries 
restructure and lower tariffs and remove quantitative 
restrictions so as to cease discrimination against 
imports of processed raw materials, in particular of 
agricultural origin. Tariffs on such items are a 
particularly important trade barrier as far as the 
developing countries are concerned because value 
added is low and effective protection very high and 
because these are economic activities of great import- 
ance to the developing countries. These activities are 
relatively labour-intensive and capital-saving and 
their expansion is badly needed for solving the un- 
employment problems of the developing countries. 
Unfortunately, there is no immediate likelihood of 
substantive action being taken on this matter by any 
of the major developed economies, including the three 
developed countries of the ECAFE region. The 
expansion of the European Common Market may even 
cause a deterioration for those developing countries 
that do not happen to be treated as associate members. 


Little progress is to be recorded also as far as the 
removal of agricultural protectionism is concerned.® 
According to one recent calculation, if the developed 
market economies and the centrally-planned countries 
of eastern Europe had maintained their level of output 
of coarse grains, rice, fats and oil, sugar, beef, veal 
and citrus fruits at 1964-1966 leveis, projections 
indicate that, by 1980, developing country exports of 
these products would have increased by US$4 billion.® 


Tariffs and quota restrictions are not the only 
obstacles to exports from developing countries. For 
instance, marginal cost pricing practices adopted by 
exporters in developed economies not only impede 
developing country exports because of the associated 
tariff protection, but undercut their exports to third 
markets, as in the case of rice from Japan. Alter- 
natively, where exporters from  centrally-planned 
countries are able to provide suppliers’ credit for 
their customers at 2 to 4 per cent because of govern- 
ment subsidies, developing country competitors are 
surely disadvantaged. 


(h) Outlook for the 1970s 


Perhaps too much advice has been given to 
developing countries to concentrate on export orienta- 
tion without arguing that, at the same time, they 
should avoid the excesses of tariff protection and that 


5 UNCTAD III, Commodity problems and policies” (TD/115), 
p:.5. 
6 lbid., p. 34. 


they should adjust their currencies when they are 
overvalued, or withcut considering that the production 
patterns of the developing economies needs be restruc- 
tured if adequate markets are to be developed. 


In the 1970s, a number of developing economies 
are seeking to emulate the efforts of the small number 
of developing countries whose manufactured exports 
blossomed so successfully in the late 1960s. If they 
prove successful, the potential rate of growth of 
manufactured exports in the 1970s may be much 
larger than anticipated. While, in quantity terms, 
the increase in exports to developed markets may 
not be large relative to domestic production, even 
moderate increases in the more labour-intensive goods 
have provoked voluntary quotas and other barriers. 


The problem would not arise if developed coun- 
tries were prepared to increase their intake of com- 
modities from developing countries and at the same 
time allow the restructuring of their own domestic 
production. It is this latter essential ingredient, 
however, which gives cause for concern. The adjust- 
ments involved, while marginal, will not be small, 
and more than a limited number of firms and workers 
will be concerned. The long-run gains: for the 
developed countries themselves, however, will easily 
outweigh the costs, and the long-run costs of a return 
to protectionism are certainly more unpalatable. 


As far as the developing countries are concerned, 
it is unlikely that the semi-industrialized countries 
will have much difficulty in sustaining their compara- 
tive advantage in the production of a wide range of 
goods which combine low wages, relatively high skill 
content and modern technology, such as quality tex- 
tiles, clothing, footwear, electrical products and steel. 
In such areas, tarifis and/or quotas may not prevent 
them completely from competing effectively, and if 
developed countries should attempt to prevent history 
from unfolding, they will in the long term come out 
as losers. The rise of the Japanese economy has 
proved that clearly. 


For the less-industrialized developing countries, 
the going may prove more rough. They cannot 
compete as yet with their fellow developing countries 
in the more skill-intensive lines of production, while 
markets for the less-skilled products are currently 
limited. 


Thus, it is important that these countries should 
invest the returns from the export of labour-intensive 
manufactured exports into the development of new 
and more technologically oriented industries which 
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have better growth prospects. This, of course, would 
eventually require an even greater restructuring of 
the economies of developed countries, but it would 
avoid a return to the pattern of the early twentieth 
century trade where developing economies concen- 
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trated upon the export of labour-intensive (or natural 
resource intensive) commodities to markets that 
became limited, while industrial countries concentrated 
on goods which were skill and capital-intensive and 
for which markets were expanding. 
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Chapter XI 
DEMOGRAPHIC TRENDS AND POLICIES 


(a) Introduction 


The ECAFE region comprises 23 per cent of the 
world’s land area, in which 55 per cent of world 
population are concentrated. Of the total population 
in developing countries of the world, about 74 per 
cent inhabits the ECAFE region. The 1970 population 
has been estimated in the range of 1,937 to 1,994, 
million. Demographically, economically and socially, 
the situation in the region is one of the most critical 
in the world. It is characterized by a high rate of 
population growth, high density and a high depend- 
ency level. Serious problems of unemployment, 
underemployment, low productivity, malnutrition, 
illiteracy, substandard housing, inadequate medical 
facilities and poverty in general confront a large 
number of countries of this region. Rapid population 
growth in these countries is expected to continue 
throughout the Second United Nations Development 
Decade and beyond, as family planning efforts are 
for the most part too recent to retard significantly 
the momentum of current trends. As a result of these 
population increases, the pressures on the badly 
strained provisions for health care, food, housing, 


education and many other welfare needs will be 
accentuated. These are some of the serious challenges 
facing economic and social development programmes 
in many countries of this region. To meet them wilh 
effective programmes, a scientific approach to the 
demographic situation is essential. 


(b) Population growth trends 


The rapid growth of population is expected to 
continue in the region throughout the Second Develop- 
ment Decade and beyond. As the base population 
is becoming larger, the additions in absolute numbers 
are increasing. 


The average rate of annual growth of population 
in the ECAFE region was only 0.8 per cent during 
the 1940s; it accelerated to 1.9 per cent during the 
1950s to 2.2 per cent during the 1960s and is expected 
to be about 2.3 per cent during the Second Develop- 
ment Decade. The growth trends are presented in 
table 1-49. Over the Second Development Decade the 
net population addition is estimated at 502 million. 


Table 1-49. PopuLATION OF THE WORLD AND ECAFE rection, 1900-2000 


(population in millions) 


World and regions 1900 1940 

World total 1,650.0 2,295.0 
ECAFE region 914.7 1,216.0 
Asian part* 908.7 1,205.4 
East Asia 496.6 633.5 
Japatte) Ah seg tas 43.8 71.4 
Mainland and other 452.8 562.1 
South Asia. 412.1 571.9 
Middle South 311.5 422.0 
South East . 100.6 150.0 
Ocedinia pattammen neat to 6.0 10.7 
Australia and New Zealand . 4.5 8.7 
Other Oceania = 8 Wa 2.0 


1950 1970 1980 2000 
2,485.7 3,635.2 4,467.3 6,515.0 
1,321.1 1,994.3 2,496.1 3,568.5 
1,308.8 1,975.5 2,472.9 3,535.7 

663.2 928.6 1,093.8 1,407.3 

82.9 103.5 116.3 132.8 

580.3 825.1 977.4 1,274.6 

645.6 1,046.9 1,379.1 2,128.4 

480.6 761.5 1,000.7 1,523.8 

165.0 (285.4 378.5 604.5 

12.3 18.8 2302 32.8 

10.1 15.4 18.8 25.8 
Pep 3.4 4.4 6.9 


Source: “Demographic situation in the ECAFE region”, POP/APC.2/BP/1, report by 


secretariat, October 1972. 
Note: 


the ECAFE 


Because of rounding, totals are not in all cases the sum of the parts. 


* Countries of the subregions of the ECAFE region are: 


Mainland and other: 
and Republic of Korea. 


China, Hong Kong, Mongolia, Democratic People’s Republic of Korea 


Middle South Asia: Afghanistan, Bhutan, India, Iran, Nepal, Pakistan, Sri Lanka. 


South East Asia: 


Brunei, Burma, Khmer Republic, Indonesia, Laos, Malaysia, Philippines, 


Singapore, Thailand, Republic of Viet-Nam and Democratic Republic of Viet-Nam. 


Other Oceania: 
Tonga, Western Samoa. 


British Solomon Islands, Cook Islands, Fiji, Nauru, Papua New Guinea, 
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In a period of two years from 1970 to 1972, 
the addition to the population of the ECAFE region 
has been estimated to have been of the order of about 
96 million with another 100 million added between 
1972 and 1974. Changes of such a magnitude in the 
population size are of great significance for a change 
in the GNP, per capita income, consumption, domestic 
saving and investment. 


In table I-50, estimates of population presented 
for 1970 and 1980 are merely illustrative and should 
not be taken as definitive. The figures shown against 
series A for 1970 and 1980 are based on the medium 
variant projections prepared by United Nations 
Headquarters.1_ Series A figures for 2000 and series 
B figures for 1970, 1980 and 2000 are tentative 
estimates based on extrapolations. More work on 


population projections based on data produced by the 


1970/71 round of censuses is being undertaken, and 
the figures presented in this table will be revised. 


The regional and subregional picture hides the 
variation in the size and growth of population among 
countries. The region includes the two most populous 
countries of the world, China containing 781 to 801 
million and India 563 to 586 million. On the other 
hand, it includes Nauru and the Cook Islands which 
have a population of 8,000 and 26,000 respectively. 


The figures shown against the series B (table 
I-50) are based on an optimistic assumption that 
countries in the region will be able to achieve signi- 
ficant successes in their efforts to reduce the rate of 
population growth. Should countries achieve this 


Table [-50. PopuLATION SIZE AND GROWTH RATES OF 
THE ECAFE REGION, ESTIMATES AND PROJECTIONS, 


1970-2000 

Reptoniand Population Growth rate 
LITT 1970 1980 2000 —«1970-1980 1980-2000 
ECAFE region 

A. . 1,994,301 2,496,108 3,568,468 2.2 1.8 

B . . 1,936,978 2,310,898 2,804,447 1.8 1.0 
Asian part 

Ae 3 9753537 2:4:772:908 97355393692) 2-5 1.8 

B . . 1,918,244 2,288,213 2,774,642 1.8 1.0 
Oceania part 

A 18,764 23,200 S2ih Olean 1.7 

Bees 18,734 22,685 29,805 1.9 1.4 


Source: As for table 1-49. 


Note: _ A series for 1970-1980 are medium variant projections 
as prepared by the United Nations Population Divi- 
sion. 

A series 2000 and B series 1970-2000: tentative projec- 
tions prepared by the ECAFE Population Division, 
pending further returns from recent censuses. 


1 “Population Prospects as Assessed in 1968”, United Nations inter- 
nal working paper, ESA/P/WP/37 (December, 1970). 
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success by regulating their fertility which, in view of: 
expected developments in science and contraceptive 
technology, may be possible, the estimated total 
population at the end of the century for the region 
may be 2,804 million instead of 3,569 million. The 
net reduction of 764 million in the estimate for 2000 
will depend at least partly on the economic and social 
development. The rate of population growth is sub- 
stantially lower in the developed countries today than — 
in the developing world. Generally speaking, popula- 
tion growth. depends ultimately on the level aa pace 
of economic development, the spread of urbanization, 
level of education and emancipation of women. The — 
higher the level of per capita income and the wider — 
the spread of education and urbanization, the lower 
the pace of population growth after a transition 
period. This general tendency is evident from the 
analysis of time series for developed countries and 
from cross-section analysis. No doubt family planning 
can help substantially during the period of demo-— 
graphic transition. In this connexion, the declaration - 
of demographic population strategy for development 
which was adopted at the second Asian Population . 
Conference at Tokyo on 13 November 1972 is of 4 
particular importance. 


The major factor in the acceleration of the rate — 
of growth of population during the last two decades — 
in the countries of the region has been the rapid 
decline in mortality rates. Decline in fertility rates 
in general has not been sufficient to offset the décline — 
in mortality. As vital registration systems in most 
developing countries of the region are not well enough 
developed to provide reliable information on births 
and deaths, it is not possible to present mortality and 
fertility trends in the region. However, it is estimated 
that the crude death rate at present is approximately 
13 to 14 per thousand and the crude birth rate about 
36 to 37 per thousand. 


(c) Population policies and programmes 


a Teh Oe. ea 


Most countries in the region have included family 
planning in their development strategies. Some 
countries have made significant progress in lowering 
their fertility rates and others are striving to do so. 
In table I-51, countries have been classified into five 
categories according to their achievements. 


Sp Se SOIT 


Countries listed under categories I and II which 
are making significant progress currently contain 
about 47 per cent of the total population of the 
region. The remaining countries listed under — 
categories III, IV and V of table I-51 containing 53 ~ 
per cent of the total population have made no signi- — 
ficant progress towards reducing their rates of growth 
and it is expected that, from 1970 to 2000, there © 
will be a net addition of about 1,077: million to their — 
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Table I-51. 
ECAFE REGION, CLASSIFIED BY ACHIEVEMENTS IN FERTILITY REGULATION 


FERTILITY LEVELS AND POPULATION INCREASES IN COUNTRIES OF THE 


Share of Projected population increase, 
: 4 ; Gusrent region's medium variant 1970-2000 
Classification and countries CBR levela population 
in 1972 Number. Annual 
( er cent) ( millions) Percentage pas 
Total all countries of Vp Ms? ee 100.0 1,574.0 78.9 2.0 
I. Low level of fertility achieved: pies. 
China, Hong toe i New Zealand, 
Singapore 19—22> 44.5 448.3 49.9 1.4 
II. Noticeable ae a fertility ee experi- 
enced: Fiji, oS ae of oaks es has Sri 
Lanka : 30—34 2.8 48.5 86.6 2.1 
III. Programmes ehh Ae es on fertility 
not clearly measurable: India, Pakistan 37—44 35.1 690.8 99.9 2.3 
IV. Programmes in early stages: Indonesia, Iran, 
Nepal, Philippines, Thailand 44—50 11.9 282.0 120.0 2.7 
VY. No announced policy and programme or no 
available information: Afghanistan, Bhutan, 
British Solomon Islands, Brunei, Burma, Cook 
Islands, Khmer Republic, Democratic People’s 
Republic of Korea, Laos, Mongolia, Nauru, 
Papua New Guinea, Tonga, Republic of Viet- 
Nam, Democratic Republic of Viet-Nam, 
Western Samoa . 35—50 57 104.4 92.5 2.2 


As for table I-49. 
® Assessed after consulting various sources. 
> This range might be different if information on China had been available at the time of writing. 


Source: 


population as compared with 497 million to the which data were available for 1970 and 1980. It is 


population of countries listed under categories I and 
II of the table. In other words, 68 per cent of the 
total growth of population of the region will take 
place in countries currently containing 53 per cent 
of the population and 32 per cent in countries which 
contain 47 per cent of the total population of the 
region. It should also be noted that countries in 
categories I and II on the average have a higher 
rate of economic and per capita income growth than 
countries listed under categories III, IV and V. 


(d) Age composition 
Table 1-52 shows the age composition of the 
total population of the region and of its countries for 


estimated that the number of pre-school age children 
in the region will grow by about 50 million by the 
end of the current decade, increasing the 1970 figure 
of 306 million to 356 million in 1980. The addition 
in this age group is of special concern in regard to 
providing for health services and future development. 
As a substantial proportion of these children in 
developing countries of the region are already suffer- 
ing from malnutrition, a further increase in their 
number is a.cause of special concern. The survivors 
of these children will be the future labour force, and 
malnutrition suffered in their early years may have 
an undesirable effect on their physical and mental 


Table I-52. PopuLATION BY BROAD AGE GROUPS (PER CENT) 
For ECAFE recon, 1970-1980 


0-4 5-14 


60 and Dependency 


0-14 15-24 15-49 15-59 


over ratio 

ECAFE region ; 

LOO Lae: ee eee ee, 8 A153 24.0 39.0 19.0 48.6 55.1 6.0 0.82 

LOSOTEN OAM ee he tire Ast) 1308: 23.9 37.7 18.8 48.9 Sear 6.6 0.80 
Asian part 

1970 15.1 24.0 ook 19.0 48.6 55.0 5.9 0.82 

1980 13.8 24.0 37.8 18.8 48.9 55.7 6.6 0.80 
Oceania part 

O70 Arcee ot aie oa 10.7 20.7 31.5 vey) 48.1 57.4 The 0.74 

1980 115 19.5 31.0 17.6 48.7 57.8 11.3 0.73 


am 


As for table 1-49. 


Source: 
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development and their productivity when they enter 
the working ages and labour force. 


The estimated population of school-age children 
(5-14) years) is 484 million in 1970 and it will 
expand to 609 million in 1980, adding 125 million 
over the period of a decade. The percentage increase 
of 25.8 per cent, will be greater than the growth rate 
of total population. Such a large addition in the 
number of school-age children in a region in which 
school enrolment ratios are already low will place a 
severe burden on the meagre resources of developing 
countries. 


Children of ages 0-14 at present comprise about 
40 per cent of the total population of the region. 
There is a possibility of a slight decrease in this 
proportion by the year 1980. Compared with 28 per 
cent in the more developed regions and 25 per cent 
in Europe, however, this proportion is very high and 
places a heavy dependency burden on the supporters. 
In view of these findings, it is not valid to argue that 
changes in fertility rates cannot have any effect upon 
the labour force and employment situation for at least 
fifteen years. As fertility rates begin to decrease, the 
proportion of children under 15 years of age begin 
to shrink and dependency ratios begin to decline. 


The youth population (15-24 years) was 
estimated at 379 million in 1970 and is likely to 
increase to 469 million by 1980, implying a net 
addition of 90 million. As existing educational and 
training facilites in most developing countries of the 
region are inadequate to meet current demands, this 
increase will have serious implications for countries in 
which high rates of underemployment, unemployment 
and low-productivity jobs already prevail. The 
children who will enter the 15-24 age bracket are 
already born and deserve the immediate attention of 
Governments and the international community. 


The female popuation in the reproductive age 
group 15-49 will grow from 474 million in 1970 to 
593 million in 1980. The net addition of 119 million 
females of reproductive age is particularly significant, 
because its relative increase during the decade will be 
higher than that of the total population, implying that 
the fertility potential will be accelerated by the end 
of the decade. 


The anticipated increase in the population of 
working age, 15-59, from 1,087 million in 1970 to 
1,372 million by the end of the decade is important, 
as it shows an addition of about 285 million, imply- 
ing the need for higher capital investment and the 
creation of additional jobs. 


The figures of dependency ratio shown in the last 
column of table 1-52 are, on the average, about one- 
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fourth higher than those for the more developed 
regions. Finally, the population of older persons, 
aged 60 years and over, will increase from 117 
million in 1970 to 158 million in 1980. With the 
lengthening of the expectation of life, this group will 
grow at a much faster rate than the rest of the 
population. 


(e) Urbanization 


As is shown in table I-53, the proportion of the 
urban population in the region will increase from 25 
per cent in 1970 to about 30 per cent in 1980 and to 
about 44 per cent in 2000. 


In some instances, countries may have rapid 
urbanization forced upon them, not so much as a 
result of industrial development as from growing 
pressure of numbers in a relatively small area. Sri 
Lanka has heretofore had a very slow rate of urban 
increase, but its island character limits opportunities 
for expansion in rural areas. On the other hand, the 
Republic of Korea has a shortage of arable land. 
In other countries an increase in the numbers of 
rural inhabitants aggravates underemployment and 
unemployment, and further depresses general living 
conditions in the rural areas. The exodus from 
these areas terminates in urban centres which are 
already socially and economically inadequate and 
overcrowded. 


Another factor which may increase the rate of 
urbanization is the impact of modern technology on 
sizable village settlements, transforming them into 
centres having some of the attributes of urban 
localities. Such settlements may also be on the 
fringes of cities and be absorbed by them. 


The problems of urbanization are not confined 
to the developing countries of the region. The 
industrialized countries likewise are seriously con- 
cerned about social and environmental conditions 
related to extremely high concentrations of popula- 
tion. 

The estimated total urban population of the 
ECAFE region in 1970 is 507 million, and this figure 
is likely to increase to 737 million in 1980 and 1,561 
million in 2000. The rural population will increase 
from 1,487 million in 1970 to 1,759 million in 1980 
and 2,007 million in 2000. Although both urban and 
rural populations will increase between 1970 and 
2000, the urban population will increase at a much 
faster rate and will triple itself by 2000, while the 
rural population will increase by 35 per cent. The 
absolute increase in the urban population will be 534 
million greater than the total growth of 520 million in 
the rural population. 


. 
| 
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The net addition of 1,054 million to the urban 
population during the last three decades of the 
century provides another challenge to government 
planners and administrators. Most of the large cities 
in the region are already faced with serious problems 
of slums, traffic congestion and polluted environment. 


The net addition to the rural population is much 
smaller, but 520 million is still a large number. In 
most of the developing countries, rural areas already 
have inadequate health and educational facilities and 
substandard housing, and what effect this addition will 
have depends on the countries’ resources. 


Table 1-53. ToTaL URBAN AND RURAL POPULATION ESTIMATES AND PROJECTIONS, 
COUNTRIES OF THE ECAFE recion, 1970-2000 


Population (thousand) 


Country and year eee , Keral 
Total gn ee Sieh Rieti RNAI evi eeces 
(%) (%) (%) 

ECAFE region 

TOD iear.aet pee: wren 39945301 507,455 25.4 A 1,486,846 74.6 

WENO oe toe A ETO a LO] Aad 737,071 29.5 4.1 1,759,037 70.5 1.5 

AQ) Ran CSSISIR a: 1.6 1,561,491 43.8 3.6 2,006,977 56.2 0.3 
Asian part 

NO Owes ees sy a lO7037. 5 494,461 25.0 : 1,481,076 75.0 

1930) Wi ees eenez 5472-908 2.2 720,538 Zoe 4.1 1,752,370 70.6 1.5 

ZOO. Vi eipieen ey neS59 953092 1.6 1,537,012 43.5 3.6 1,998,680 56.5 0.3 
Oceania part 

pS VAUT eee, a 18,764 - 12,994 70.2 5,770 29.8 

1O80 ate eens 23,200 22 16,533 71.3 2.4 6,667 Qi, ie} 

2000 ets 32,776 1.4 24,479 74.7 V7 8,297 23:3 0.8 


$$ $$ 


Source: As for table I-49. 
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Chapter XII 
INSTITUTIONAL STRUCTURE AND REFORMS 


(a) Introduction 


The Second Development Decade symbolizes a 
widespread concern for economic growth with social 
justice, but the adequacy of the existing institutional 
framework provides a major impediment to the effec- 
tive implementation of plans and policies. This was 
noted by the Expert Group on Criteria, Machinery 
and a Detailed Scheme for Periodic Performance 
Evaluation during the Second Development Decade 
when it stated that “‘as a means to realization of the 
goals and objectives of the Second Development 
Decade and to the reduction of mass poverty, 
modernization of institutions and _ practices is 
indispensable.”? 


It is not possible here to go into all institutional 
aspects bearing significantly on the over-all objectives 
of growth and planning for social justice. This 
chapter is concerned with only three sets of institu- 
tions: planning and public administration, rural 
institutions and financial institutions. 


In the context of efficient implementation, an 
attempt is made to analyse the general planning 
structure, the trends in decentralization, regional 
planning, plan-budget co-ordination, and trends in 
public sector management. Rural institutions are 
analysed in the over-all context of social justice with 
efficiency; hence we are concerned not only with 
land redistribution and tenure reforms, but also with 
the organization of rural credit and the distribution 
of modern inputs in the context of new technology. 
Finally, financial institutions are analysed in the 
context of institutional efficiency in resource mobili- 
zation and the need for increasing public and private 
saving. Attention will be particularly focused on 
institutionalized financing and the growth of the credit 
market. 


(b) Planning and public administration 


According to the International Strategy, develop- 
ing countries will, as appropriate, establish or 
strengthen their planning mechanisms, including 
statistical services, for formulating and implementing 
their national development plans during the Decade. 
They will ensure that their development plans are 


? Report of the Expert Group on Criteria, Machinery and a Detailed 
Scheme for Periodic Performance Evaluation during the Second Deve- 
lopment Decade, January 1971, Bangkok. 


both realistic, in the context of the optimum level of 
administrative capability which is likely to be avail- 
able in the country during the relevant plan periods, 
and ambitious enough to have an impact on the 
imagination of the people, internally consistent, and 
widely understood and accepted. Every effort will 
be made to secure the active support and participation 
of all segments of the population in the development 
process. They will pay special attention to the 
orientation and organization of their administrative 
systems at all levels for both the effective formulation 
and implementation of their development plans. 


The widespread concern about the “implementa- 
lion gap” noted in the First Development Decade 
reflects not only national concern about the need to 
improve the institutional framework of planning and 
public administration, but also the interest of inter- 
national agencies in the matter.? Clearly recognized 
are the institutional constraints for planning economic 
development although these vary from country to 
country. 


Unfortunately, quantitative criteria are not avail- 
able with which to assess the effectiveness of public 
administration. Such indicators as the proportion of 
government employees to total labour force and 
government expenditure on public administration as a 
percentage of GNP, for obvious reasons, are highly 
inadequate and often irrelevant for even indicating 
in broad terms the administrative capacity of a 
country. 


The implementation gap, however, is apparent in 
the divergence of the actual rate of growth from 
that of the planned one. During the First Develop- 
ment Decade, the implementation gap was notable in 
India, Indonesia and Sri Lanka, three countries 
accounting for a large proportion of the population 
of the developing countries in the region. Even im 
the Philippines, where the actual rate of growth was 
quite high, it was lower than the target set in the 
plans. In Pakistan, the actual rate was lower than 
the planned rate in the third plan, while, in Thailand, 
the gap was notable in the second plan. This is also 
reflected from the equally dissatisfactory performance 
at the sectoral level and more so if the growth of 
subsectors and various industries is analysed. Many 
instances of slow progress in completion and notable 


2 A series of conferences, seminars and discussions on the subject 
have been organized by United Nations agencies during the last five 
to six years. 
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_ gaps in performance at the project level have also 
‘been noted. While many factors, with different 
_ impact in different countries, have been responsible 
for these gaps, an inadequate administrative institu- 
tional framework is a contributory factor. 


In recognition of the institutional problem, the 
' second half of the 1960s witnessed a remarkable 
' interest in most of the developing countries for 
{ ‘reforms in planning machinery and public adminis- 
tration in general. High-powered commissions, com- 
| mittees or task forces‘ were appointed to examine 
various aspects of planning and public administration. 


if ‘In some countries, legislation was promulgated to 


create top-level agencies that were to review the 
administration and take effective measures to reform 
' existing institutions. 


| (1) General planning machinery and public adminis- 
oe tration 


ie The most important lesson of the planning 
experience during the last two decades was that 
“formulation, implementation and evaluation of deve- 
_- lopment plans constituted an integrated process.”* 
| Failure to realize this in the past helps to explain 
the implementation gap. In some developing coun- 
tries, planning agencies were given executive powers, 
but, in the majority of countries, they had only 
advisory functions. These functions conflicted with 
those of other operating departments and often led 
to overlapping, unnecessary delays and conflicts 
between different agencies. In certain cases, the 
activities of a single sector were divided into its 
several elements and responsibility for each was 
assigned to different operating units, with the result 
that either they duplicated the work or did not 


3 Various studies in India have shown that the gestation periods of 
the major projects were much longer than expected and also that 
allied activities were not properly co-ordinated, so that it was often 
found that, while the project was ready, it could not be serviced be- 
cause the complementary facilities were not available. Similar cases 
have come to notice from Iran, Pakistan, the Philippines, Indonesia, 
Malaysia and Thailand. 

4%In India and Indonesia, commissions for administrative reforms 
were constituted in 1966. These commissions have since reported 
and several measures have been initiated by the respective Govern- 
ments in various directions. In Sri Lanka, a standing committee on 
administrative reforms was set up in pursuance of the recommenda- 
tions of the Administrative Reform Committee. A “task force’ was 
constituted in 1969 to streamline the institutional framework. In 
Iran, the Administrative Reforms Bill was passed and the new State 
Organization for Administrative and Employment Affairs was estab- 
lished in 1966. In the Republic of Korea, the President’s. Advisory 
Commission on Government Administration established in 1964 was 
made permanent in November 1968. In Malaysia, a Commission on 
Government Reorganization with wide terms of reference reported in 
1970, and the Plan of 1970-1974 already suggests far-reaching changes 
in the machinery for economic planning and plan execution. A 
Government Reorganization Commission was constituted in 1968 with 
the specific task of preparing recommendation leading to a more 
efficient pursuit of economic development policies. The Commission 
was to have reported in 1971. 

5 Report of the twelfth session of the Meeting of Experts and Ad- 
ministrators on National Administrative Reports for Development and 
Technical Co-operation, Bangkok, April 1971. 


function at all. Absence of appropriate machinery 
for co-ordinating the work of diverse agencies 
ageravated administrative problems.6 Further, high 
priority was usually accorded to the formation of 
national development plans, while the evaluation of 
progress which was crucial for their effective 
implementation was considered only secondary. No 
effective arrangement existed for systematic and 
detailed feed-back to the national planning agency 
on plan performance. It is surprising that, even in 
the early 1970s, few central planning agencies 
monitored the implementation of the development plan 
including the projects in the plan.?_ Finally, since 
implementarion is an integral part of the planning 
process, “administrative capability” should be treated 
as an important feasibility constraint at the time of 
plan formulation. The absence of a realistic appraisal 
of administrative capability was one of the major 
mistakes and the main source of weakness of the 
development plans in the region.§ 


The situation in some countries,.even in the 
early 1970s, was far from satisfactory, but, in some 
others, important administrative reforms have recently 
been initiated. 


In Iran, the existing institutional framework is 
inadequate to meet the growing requirements. The 
remarkable growth performance of the past decade 
was achieved despite inadequate project preparation 
and planning, and the existing volume and quantity 
of administrative services are inadequate in many 
fields. A fundamental reorganization of the institu- 
tional framework is therefore necessary. 


Afghanistan provides a case of weak institutional 
framework for both planning and implementation. 
There is an absence of focused management of the 
economy. There is an opportunity to build a new 
institutional framework, free from the shortcomings 
noted in other countries. 


In Indonesia, important institutional changes are 
being initiated by the new “Ministry for Improvement 
of the State Apparatus”. Various measures for 
improving the efficiency of the government apparatus, 
including the central government as well as the 
regions, are being introduced. 


6 For example, in Iran, five ministries have major responsibility for 
agricultural matters intimately interrelated: crops and water, produc- 
tion and price policy, livestock and range land. There is no formal 
mechanism for ensuring the co-ordination of the different organiza- 
tions and, although there is obviously some informal co-ordination, it 
appears to be greatly deficient. 

7 Martin, C. J., “Performance review and evaluation”, Asian Plan- 
ners Conference, 1971. 

® Report of the Experts and Administrators, twelfth session, op. cit., 
“the inadequate implementation of plans was partly due to over- 
ambitious or unrealistic setting of targets, without much regard to 
administrative capacity and potential.” 
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In India, although the recommendations of the 
Administrative Reforms Commission on _ planning 
machinery have not been fully implemented, they 
provide a basis for the proposed institutional frame- 
work. A fundamental change in institutional frame- 
work involves the Planning Commission, whose 
activities are to be “confined to the formulation of the 
plans —the long-term perspective plan, the five-year 
plan and the annual plan — and the evaluation of the 
plan performance. It should cease to involve itself 
in executive functions and decisions.”® The same 
principle is to be followed for the Siate Planning 
Board. The Commission also suggested the creation 
of planning cells in the central and state ministries, 
to assist the ministry on technical matters, to scrutinize 
and conduct the detailed projects and schemes of the 
executive agencies and to keep in touch with the 
progress of the over-all plan. Planning at the 
district level was to be the responsibility of the 
developmental structure in the district. The emphasis 
on the evaluation aspect is further obvious from 
the suggestion of creating an evaluation wing in the 
Planning Commission and evaluation units in the 
State Planning Board, and a regular progress report- 
ing on the plans and projects by the Planning 
Commission, the State Planning Board and the 
planning cells of the respective ministries. It is clear 
that the execution and implementation of the plan 
rests with the various ministries and departments 
at the national and state level. This separation of 
function is a step towards decentralization, important 
for a country of India’s size. 


In Malaysia, notable steps to improve implemen- 
tation capacity have been taken in the first two 
years of the Second Development Decade. The 
second plan assigns high priority to the implementa- 
tion aspect, which is in recognition of the difficulties 
faced in implementing development projects in the 
past.» Recent institutional measures include the 
strengthening of the machinery for development 
planning and implementation by reorganization of the 
Economic Planning Unit, which functions as the staff 
unit of the high-powered National Economic Council 
chaired by the Prime Minister, and the streamlining 
of the plan implementation machinery under the 
Development Administrative Unit. The machinery for 
progress evaluation is not separate from the agencies 
which formulate and implement plans. Malaysia has 
adopted the “operation room technique” by which 
“operation control rooms have been established at 
each headquarters, national provincial and district.”!° 
The innovative nature of the Malaysian system is 
the policy-level review meetings in which prompt 
decisions are taken to tackle problems identified. 
The weaknesses of planning at the regional level are 


® The Administrative Reforms Commission, 4 Compendium of 
Recommendations and Conclusions, July 1970, p. 39. 
40 Martin, op. cit. 


quite obvious, but the major problem for Malaysia 


is a personnel shortage in government departments 


and agencies.!11_ The problem seems to have been 
aggravated by the establishment of new institutions, 
which only increases the competition for the limited 
domestic supply. 


The Sri Lanka five-year plan 1971-1976 also 
stresses the need for effective implementation of 
programmes. Preparation of detailed annual plans 
forms a part of the measures for effective implemen- 
tation. Furthermore, the administrative and organi- 
zational capacity available are to be balanced against 
the demands of the plan, and annual implementation 
programmes will be prepared for every important com- 
ponent of the five-year plan.12 Sectoral committees 
have also been set up in the Ministry of Planning. 
Their functions are: “to review plan performance; to 
formulate corrective measures where necessary; to 
adapt programmes and policies to changes in the 
economic frameworks to prepare long-term  pro- 
grammes of development.”!8 The institutional effort 
in Sri Lanka emphasized the evaluation of the per- 
formance by setting up a National Operation Room, 
under the Plan Implementation Division of the 
Ministry of Planning and Employment, entrusted with 
the responsibility of comprehensive progress review- 
ing. However, a number of factors seem to have led 
to a-situation wherein timelags of a magnitude which 
has even tended to make the reviews irrelevant have 
arisen. An institutional problem for Sri Lanka seems 
to be in the co-ordination of the activities of a large 
number of public corporations, which at present 
cover many aspects of economic activity in the 
country. The establishment of these corporations has 
placed a strain on the existing institutional frame- 
work. 


The Philippines’ four-year plan (1972-1976) 
indicates the nature of reorganization proposed in 
the institutional framework of planning in the 
country. The major effort seems to be in the direc- 
tion of removing overlaps, clarifying the links 
between various operating agencies, and streamlining 
the entire organizational framework of the existing 
agencies. The plan proposes the formation of exist- 
ing agencies into a two-tier structure. At the highest 
level are advisers composed of top executives and 
legislators who attempt to reach consensus on broad 
economic issues at the political level. The functions 
of plan formulation and implementation are vested 
in a body composed of cabinet rank officials dealing 


11 Ror example, in late 1971, the Economic Planning Unit was short 
of competent and trained planners, and the Public Works Department 
reported 35 per cent vacancies for engineers and 30 per cent for 
architects. A similar situation was reported from other public agencies. 

12 Government of Sri Lanka, Five-Year Plan, 1971-1976; see also 
“Report on the development of administrative capability to support 
the five-year plan (1972-1976)”, Public Administration Unit, ECAFE, 

13 Sri Lanka, Five-Year Plan, 1971-1976. 
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with sectoral level planning and implementation. The 
cabinet-level body is given extensive scope for action. 
This all-powerful body, in accordance with the guide- 
lines from the highest body, will formulate develop- 
ment plans, allocate resources, assume the functions 
of co-ordinating sectoral and regional objectives, 
priorities and programmes and_ evaluate plan 
implementation. Within this framework, the plan 
also proposes the establishment of planning units 
attached to executive departments and the setting up 
of regional planning and development bodies for 
regional planning. 


Finally, the Republic of Korea’s institutional 
framework gives a deep insight into the basic 
precondition for an efficient institutional framework 
geared to achieving successful implementation of 
plans. The institutional structure is built up on the 
correct diagnosis that plan implemention is seriously 
conditioned by the availability of clear guidelines 
relating to the over-all and disaggregated objectives 
and their execution; efficient evaluation of performance 
to judge the state of implementation and to indicate 
direction of necessary actions; and availability of 
quality statistics and detailed information for effective 
co-ordination of plans at various stages of implemen- 
tation. Accordingly, the Economic Planning Board 
prepares the annual over-all resource budget which 
serves as an annual guide for the execution of the 
plan. The preparation of the annual over-all resource 
budget depends on the progress evaluation which is 
carried out periodically by agencies in close co- 
ordination with the Economic Planning Board. A 
continuous scrutiny of investment projects is carried 
out through the screening system established recently. 
“Ministries and agencies concerned are expected to 
establish their own screening organization like that of 
Economic Planning Board.”!* Facilities are to be 
established for research, and the collection of accurate 
statistics is an acknowledged prerequisite for better 
formulation and implementation of the plan. 


Unsolved problems concerning regional planning 
and decentralization of decision-making, budgetary 
reforms and annual planning are constraints to 
efficient implementation and co-ordination. 


The stress on regional planning is partly related 
to the need for better implementation which often 
leads to decentralization. The success of regional 
planning in a country critically depends on the avail- 
ability of planning techniques and an adequate supply 
of data. Regrettably, the data-base in most of the 
countries is still extremely deficient and remains the 
major constraint to the adoption of regional planning 
and also explains the inadequacy of meaningful effort 
in this respect. In India, planning has been conducted 


4 Republic of Korea, The Third Economic Development Plan, 
1972-1976. 
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at the State level within an over-all framework of 
the national plan, lacking, however, some of the 
requisites of the comprehensive regional planning 
which involve more systematic and informed plan 
formulation and implementation. In the Republic 
of Korea systematic and integrated efforts have been 
recently made within the broad context of the national 
plan. The Republic of Korea has now built up 
regional input-output tables: a remarkable statistical 
achievement. Countries where efforts have been 
initiated are Indonesia, Malaysia, the Philippines and 
Thailand. Countries with modest systematic effort 
towards regional planning are Afghanistan, Nepal 


and Sri Lanka. 


While decentralization is seen as an important 
step towards making the institutional framework more 
efficient, the resistances from the existing administra- 
tive structure and its rigid rules and procedures, 
together with the limited availability of competent 
executives, are the major obstacle in the way of rapid 
and effective decentralization of decision-making in 
various countries. 


(2) Plans, government budgeting and_ other 
related issues 


While several factors contributed to inefficiency 
in co-ordination at various stages,!° the notable 
example at the national level is the weak linkage 
between plans and government budgeting, fiscal, 
monetary and exchange policies. The divergence 
between the plan and government budget has been due, 
among other things, to organizational and institutional 
separation of the process of planning and budgeting. 
In some countries, planning agencies did not have 
enough say in financial planning and vice versa. 
The conventional budgetary system in most countries 
also proved.an obstacle for the organization of a 
functional link between planning and budgeting. 
Further, the initial emphasis on medium-term and 
long-term planning, together with generally weak (or 
absence of) plan phasing, may also have been a 
contributing factor. 


The advent of annual planning in the late 1960s 
and its use in several countries of the region is a 
landmark for efficient implementation of plans as well 
as its co-ordination with the budget and other short- 
term policies. The annual plan is essentially an 
operational plan forming an integral part of the 
over-all national medium-term plan and long-term 
plan. Annual planning is now a regular function in 
India, Indonesia, Pakistan, the Republic of Korea 


15 Ambiguous objectives and targets, rigid rules and procedures, 
inadequate follow-up legislations, multiplicity of agencies with over- 
lapping functions etc. 
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and Sri Lanka, but the coverage and scope differ from 
one country to another. 


The budget, which, in the new context, forms 
the basic instrument of annual plan implementation, 
also needs to be modernized. The existing budgetary 
systems deal basically with the financial aspects and 
follow a certain operational format. However, 
experience shows that one type of budget is not 
suitable for all countries and the most appropriate 
form for each country ultimately depends on, in 
addition to the accepted objectives of the budgetary 
process, the institutional structure and the stage of 
development in each country. Ideally, the budget 
should cover all public activities, should form an 
integrated part of the over-all annual plan, and should 
be properly scrutinized and presented accurately. 
While ultimately the developing countries should aim 
at “programme and performance budgeting” which 
involves the measurement of performance efficiency in 
management in both physical and financial terms, 
owing to implicit substantive procedural changes, 
sophisticated institutional requirements and adequate 
data bases, such a change has to be a gradual process. 


The budget, however, is only one part of a 
complete annual plan. Plans have also to be made 
up for the public sector’s net borrowing, and this 
means that monetary policies have to be included in 
the annual plan framework. In fact, all short-term 
policy instruments have to be brought into the 
picture. This is so, partly because countries need 
demand-management policies for stabilization pur- 
poses, and partly because, in most developing countries 
of the region, an important and even dominating part 
of total investments is in the hands of the privale 
sector. To plan for the implementation of public 
inves:ments on the financial level is largely a matter 
of allocating sufficient funds in the annual budget for 
this purpose. Government planning for private sector 
investments is an altogether different matter. If the 
Government wants to induce a certain volume and 
pattern of private investment, it has to make sure 
that investment incentives and financing possibilities 
are adequate, and the whole battery of fiscal, monetary, 
credit and exchange instruments has to be geared to 
this puropose. In addition, corrective demand- 
management measures have to be taken to neutralize 
disturbances in foreign and domestic demand, export 
and import prices, and so forth. Such corrective 
measures again depend upon accurate short-term 
forecasts. 


While much effort— at both the academic and 
administrative level—has gone into developing 
methodologies of investment planning, not much has 
been done to develop adequate methods of short- 
term policy-planning for developing countries. Rather 
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sophisticated methods are now applied in some 
developed countries, and not always without success, 
but both policy problems and available policy instru- 
ments are quite different in developing countries. It 
seems necessary that developing countries should 
devote resources to adjusting existing methods of 
forecasting and policy-planning to their own needs 
and apply them systematically to improve short-term 
performances. 


(3) Administration of public enterprises 


In several developing countries of the region, 
including India and Sri Lanka,!® efficient manage- 
ment and co-ordination of public enterprises is an 
important institutional problem. 


Besides inappropriate pricing policies, lack of a 
policy framework and precise guidelines for action 
have resulted in excessive “ad hocism” in the 
operation of public enterprises.17 The goal of greater 
“autonomy” for public enterprises (decentralization) 
has been propagated without being executed. Most 
important of all the problems of public sector 
management is that concerning the availability of 
personnel and, in some cases, proper co-ordination 
among the several agencies responsible for public 
enterprise management. 


In other words, the important elements of 
remedial action to improve the efficiency of public 
enterprises are: a well-stated and unambiguous policy 
framework and detailed guidelines for action; simpli- 
fication of legalistic and procedural aspects and hence 
greater efficiency in execution and co-ordination; 
effective decentralization of authority; and availability 
of dedicated, socially-motivated and competent 
personnel. It must be recognized, however, that 
granting greater autonomy without creating suitable 
conditions for its effectiveness will be self-defeating.*® 


The growing need for efficient public administra- 
tion involves several other reforms. For example, 
sustained efforts will be needed to substantially 
improve the existing personnel management policies 
and the existing civil service systems. Long-term 
personnel planning has to be made an integral part 
of general planning, and steps have to be initiated to 


16 Manmohan Singh, op. cit. { 
17 Sen, A. K. in his “Profit maximisation and the public sector” 
(mimeo.), noted that, in India, “There are no clear-cut objectives, no — 
definite and well-stated criteria in terms of which decisions can be — 
taken...” (p. 43). In Sri Lanka, “the lack of a national policy 
framework in regard to public sector enterprises left corporations with- — 
out any guidance on the policies relating to pricing, finance, profits ete., 
which they should pursue... and the basic economic objectives which — 
they should fulfil,” (United Nations sources), ; 

® See the report of the Seminar on Experiences on Major Adminis- 
trative Reforms for Development, organized by ECAFE, 1969. 
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reorganize the system of recruitment, selection and 
promotion and the existing training programmes and 
policies. 


Although the scope for using modern manage- 
ment and administrative techniques is - seriously 
limited in the context of the prevailing conditions of 
unemployment and mass poverty in several countries 
of the region, the growing complexity of administra- 
tion in such countries as Hong Kong, the Republic 
of Korea and Singapore and certain other branches 
within a country may entail an increasing need for 
sophisticated modern techniques, such as use of 
computers, network techniques, PPB system and 
systems management. 


(ce) Rural institutions 


(1) Land reforms'® 


According to the International Development 
Strategy, developing countries will undertake, as 
appropriate, reform of land tenure systems for 
promoting both social justice and farm efficiency. 
They will adopt the necessary measures for providing 
adequate irrigation, fertilizers, improved varieties of 
seeds and suitable agricultural implements. They will 
also take steps to expand the infrastructure of 
marketing and storage facilities and the network of 
agricultural extension services. They will make 
increasing provision for the supply of rural credit to 
farmers. They will encourage co-operatives for the 
organization of many of these activities. They will 
adopt appropriate agricultural pricing policies as a 
complementary instrument for implementing their 
agricultural strategies. Developed countries will 
support this endeavour by providing resources to 
developing countries for obtaining the essential inputs, 
through assistance in research and for the building 
of infrastructure, and by taking into account in their 
trade policies the particular needs of developing 
countries. 


a nn is 


Land reform in the restricted sense of land 
redistribution is not only a means for redistribution 
of income and wealth but is also an employment- 
oriented policy. Together with the social and political 
aspects of the reforms, efficiency and productivity 
criteria have also been stressed in arguing for the 
need for these reforms. Prevailing production 
conditions in the developing countries imply an 
inverse relationship between land productivity and 
size of holdings, and, with unemployed labour, this 
provides a strong efficiency argument for land 
distribution and reform. Further, the experiences of 


— 
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19 BAO studies on the subject have been extensively used for this 
section. 
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Japan and the Republic of Korea suggest that redis- 
tribution of land may be conducive to general progress 
in agricultural production. 


Existing tenurial relations in the developing 
countries of the region accentuate the need for such 
reform. Besides a highly skewed distribution of land 
in favour of the large land-owners, tenancy (varying 
from 20 to 60 per cent) on a cash or share-cropping 
basis is widely prevalent in several countries of, the 
region. Its incidence is highest in the relatively pro- 
ductive regions of a country.2? On the other hand, 
the size of holding in some areas is very small and 
the holding is often fragmented into a large number 
of parcels of extremely small size. Landless labourers 
abound in rural areas; they constitute from 30 to 
90 per cent of the rural labour force in India, 
Pakistan and Sri Lanka. Finally, although inter- 
mediary tenures have been drastically reduced in both 
India and the Philippines, some form of concealed 
intermediary tenures still prevails. 


The adoption of new technology is likely to have 
significant influence on agricultural productivity and 
existing tenurial relationship. Besides raising the 
income viability of even the small farms, being 
neutral to scale, the adoption of new technology in 
agriculture has temporarily increased the demand for 
labour, which, in turn, has led to an increase in 
agricultural wages. Simultaneously, land rentals and 
prices have soared, albeit generally less than wages. 
In accordance with the managerial and other resources 
of a farming family, there appears to be a tendency 
towards some “prevalent operational size” (of 5-10 
ha). Trends towards commercial farming, where the 
accent is on efficiency and operations are mechanized, 
are also reported.2!_ As a result of the favourable 
relative prices of machines compared with labour (a 
characteristic in several developing countries), 
mechanization. with net hired-labour-displacement 
effect has already occurred in the successful areas of 
the “green revolution”. In other words, while the 
new technology is likely to benefit labour as regards 
land, it is also likely to benefit large farmers more 
than small ones, so that, in the present structural 
situation, it may in fact aggravate rural income 
inequalities; it will also increase landlessness and the 
extent of tenancy and will strengthen mechanization 
and commercial farming. 


Land reforms differing widely in coverage and 
content have been instituted by most of the developing 


20 This is also the message of FAO's Provisional Indicative World 
Plan for Agricultural Development, vol. 2, p. 409. 

21 Particularly in the Indian State of Punjab, the Philippines and 
Tran. See also “Strategies for agricultural development” in Economue 
Survey of Asia and the Far East, 1969 (United Nations publication, 
Sales No.: E.70.11-F.1.), chap. 4. 
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countries of the region since the 1950s and are 
continuing.?2 


Of course, the content of land reform differs 
between countries. For example, the abolition of 
feudal and semi-feudal tenures was a problem in the 
1950s in India, Nepal, Pakistan and the Philippines. 
Similarly, schemes of land resettlement were relevant 
in countries where marginal land could be brought 
under cultivation, as in Indonesia, Malaysia, Nepal, 
Sri Lanka and Thailand. On the other hand, problems 
concerning landless labourers were more acute in 
India, Indonesia and Pakistan. 


The scope of the land reforms in terms of these 
elements has varied from country to country. The 
widest scope (excluding Japan and the Republic of 
Korea) appears to be in India, while the traditional 
tenure system still seems to prevail in Afghanistan. 
Malaysia, Sri Lanka and Thailand (until recently) 
concentrated mainly on the regulation of tenancy 
through (a) granting permanent and heritable or 
fixed-term rights to the tenanis and (b) “fair rent” 
fixation. Because of the availability of untapped land 
resources in these countries, land resettlement schemes 
have also played an important part of providing land 
for more farmers. In some states of India, viz. 
Uttar Pradesh, Gujarat, Maharashtra and Kerala, 
tenaricy reforms have taken the form of conversion of 
tenants into owners. Ceilings on land holding com- 
bined with tenancy reforms have been adopted in 
almost all states of India, as well as in Indonesia, 
Nepal, Pakistan, the Philippines, Iran and the Republic 
of Viet-Nam. : 


There are several reasons why the reforms 
relating to ceilings, tenancy relations and other 
aspects have not been very effective. The specified 
ceiling levels were set so high that they yielded only 
a fraction of the total area for expropriation and 


22 A Bill on land holdings has been recently passed in Sri Lanka; the 
latest measures for land retorms were announced in Pakistan in March 
1972. There is a continuous debate on tenurial reforms and ceilings 
on landholdings in India where some governments have recently 
passed new tenurial reforms bills in their respective legislatures. The 
Land-to-Tiller Law was promulgated in the Republic of Viet-Nam in 
March 1970. In Thailand, where tenancy legislation was enacted in 
1957, according to latest announcements land reforms may be intro- 
duced. The two-stage land reforms have been continuiyg under the 
Land Reform Code of 1963 in the PAilippines, and a Bill proposing 
amendments to the Land Reforms Act was passed in 1971. This 
provides for elimination of the provision for evictions for self-cultiva- 
tion and also proposes to reduce the ceiling on landholdings. In 
Malaysia, the old Padi Cultivation (Control of Rent and Security of 
Tenure) Ordinance of 1955 was replaced by new legislative of the 
same name in June 1967. In Indonesia, after a set-back due to politi- 
cal reasons, redistribution of land was resumed under the agrarian 
reforms legislation of 1969. In Nepal, the current land reforms are 
governed by the New Land Act enacted in 1964 and have been ex- 
tended to more districts since then. The land reforms initiated in 
1962. in Iran were completed in 1972. (Most of this information was 
obtained from FAO and country reports by Mr. A. N. Seth, Regional 
Rural Institutions Officer, FAO, Bangkok). 


redistribution.2® Furthermore, no uniform bases in 
terms of the type of land and unit of reference was 
set by which to determine maximum farm size. In 
some countries they were on an individual basis, 
while in others the family was made the basis. 
Exemptions were often allowed and there were 
obvious loopholes in the legislation. The unusually 
high level of ceiling exemptions, legal loopholes and 
advance knowledge of the impending legislation, 
coupled with inadequate land records, enabled many 
farmers to escape the ceiling requirement by partition 
and bogus transfers, thus diluting the effectiveness of 
these measures. Advance knowledge of impending 
legislation and the fact that it applied only to certain 
types of land even led to perverse effects, such as 
fragmentation and capital destruction.”4 


The tenancy reforms which aimed at security of 
tenure and fair rent or at making the tenants owners 
of land were similarly ineffective.2> In all countries 
where tenancy reforms measures are in vogue, tenanls 
were dispossessed of their tenancy holding even after 
the promulgation of the law. Actual rent paid was 
often around one-half of the total produce, as against 
a legal maximum of around one-fourth of total 
produce. In countries where tenancy was to be 
abolished, large-scale eviction of tenants and resump- 
tion of land holdings for personal cultivation by land- 
lords and “voluntary surrenders” by tenants have 
been a quite common phenomenon.2® Tenants were 
unable to assert their legal rights, of which they 
were often unaware, because of the existing power 
structure in the rural areas which was invariably 
biased in favour of the landlords and rich farmers. 
The lack of cadastral and tenancy records, resulting 
from the prevalence of verbal tenancy agreements, 
further compromised the interests of the tenants. 
These trends have been worsened by the technological 
revolution which, although raising agricultural pro- 
ductivity per unit of land, has made personal cultiva- 
tion more profitable and has often required funds in 
excess of what tenants are able to raise. 


Despite the very low average size of holdings 
and the high incidence of fragmentation in the region, 
measures for consolidation of small holdings seems 
to have been taken only in India, Pakistan, Burma 
and the Republic of Korea. In Pakistan, the recent 
land reform programme has explicitly provided for 


23 FAO, Agrarian Reforms in Asia and the Far East, Regional 
Analysis Paper, November 1970, p. 20. 

24 The latest land ceilings reform in India, which covers only irri- 
gated land, thus leaving out the dry areas, has led farmers to remove 
tubewells from their holdings. 

25 For example, in India, leasing of land has occurred on a con- 
siderable scale even in areas where intermediary tenures did not obtain, 
and subleasing in areas where such tenancies existed, see the Planning 
Commission, Fourth Plan, 1969-1974, p. 175. 

28Tn the Philippines, many cases of eviction of tenants have been 
reported. 
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_ the restriction of further fragmentation. Reforms of 


inheritance legislation may help to prevent further 
land fragmentation in some countries. 


Measures aimed at benefiting landless labourers 
have been adopted in only a few countries. The 
_ effect of ceiling and tenancy reforms has not been 
of great help to this class. Direct measures, such as 
the minimum wage legislation adopted in India, have 
not been adequately implemented, and minimum wage 
legislation, while benefiting the employed workers, 
may serve to increase unemployment. Even the rural 
public works programmes have until recently been 
only marginally helpful.27 


The importance of supporting services and credil 
was explicitly recognized by their provision in the 
land reform package adopted in Nepal in 1964.28 In 
the Philippines, interdependent measures were also 
proposed under the land reform code of 1963. Since 
then, some measures have been initiated to provide 
“necessary production loans and loans for the pur- 
chase of work animal, tillage equipment, seeds, 
fertilizers, poultry, livestock and feeds through co- 
operatives”, especially for the small farmers and 
leasees. 


While concern about the vital need for supporting 
services has been shown in the context of land reforms 
in the remaining countries, they have often not been 
appropriately co-ordinated in the land reform package. 
The need for treating the supporting services as a 
vital complementary factor arises from the fact that 
redistribution of land does not automatically bring 
about the redistribution of other inputs. In fact, in 
the existing structure these inputs may be as 
unequally distributed as land. Hence, unless measures 
are taken to align the supply of these associated inputs 
simultaneously with the distribution of land, the whole 
effort to redistribute land may be self-defeating. 


With adequate credit facilities, however, even 
small cultivators will be able to acquire the necessary 
inputs. Hence, the creation of effective agricultural 


27 ECAFE, “Review of perforrnance during the First Development 
Decade”, paper presented at the Asian Planners Conference, 1971, 
Bangkok. 

28 The new Land Act of 1964 provided for a threefold approach: 
tenancy reforms; ceiling and redistribution of lands; and provision of 
agricultural credit advances. The important elements of the last were: 
scaling down of debts and fixation of maximum chargeable rate of 
interest; interception of loans; and the institution of a compulsory 
saving scheme for supplementing the provision of credit. 

29 The important steps in this direction have been the creation of the 
Land Bank to finance acquisition of estates for resale to the farmers, 
the reorganization of the Agricultural Credit and Co-operative Finan- 
cing Administration into the Agricultural Credit Administration, 
which, in the light of the provision of the Land Code, besides stirmu- 
lating the development and operation of farmers’ co-operatives, pro- 
vides necessary produce loans for small farmers and leasees for the 
purchase of inputs and other requirements. The Agricultural Produc- 
tivity Commission looks after the provision of extension services. 
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credit institutions is a necessary comp!ement to land 
reforms. An important obstacle to the expansion of 
agricultural credits seems to be the inability of small 
cultivators to give satisfactory collateral for loans. 
For long-term loans, the natural collateral is the 
land itself; but land will only be a satisfactory 
collateral if title deeds are clear and unequivocal and 
judicial procedures in connexion with debt service 
defaults prompt and inexpensive. Effective land 
registration (with clear delimitations and simple proof 
of ownership), and chattel mortgage legislation are 
necessary prerequisites for the proper functioning of 
agricultural credit institutions. Without these, the 
creation of credit institutions will be of limited value. 
On the other hand, once these basic juridical problems 
are solved, the credit market will expand so as to 
cover the small owner-cultivators’ needs for capital, 
provided that interest rates on loans to small culti- 
vators are not kept so low that the agricultural credit 
institutions run short of funds. If that is the case, 
the short, cheap funds may easily be reserved for 
big landowners. There is no point in keeping 
interest rates artificially low; when adequate collateral 
can be given they will in any case be far below the 
rates of interest charged in the unorganized credit 
market. Governments should concentrate their efforts 
on the juridical reforms; if, in addition, agricultural 
credit institutions are allowed to work with competitive 
rates of interest, the rest is likely to follow more 
smoothly. 


Finally, like credit and supporting services, the 
inadequate administrative framework for implement- 
ing land reforms has been one of the greatest weak- 
nesses of land reform measures in most countries. In 
fact, the success of land reforms in Japan and the 
Republic of Korea depended to a very large extent 
on treating the administrative framework as an 
integral part of the land reform programmes. The 
elaborate administrative frameworks simultaneously 
set up in Nepal and the Philippines are also steps in 
the right direction. 


The most recent announcements concerning land 
reform in Sri Lanka, Pakistan and India have their 
limitations. Sri Lanka has passed a bill which fixes 
the ceiling at a relatively high level on the basis of 
the individual and exempts large public corporations, 
including estates, plantations etc. It is expected that 
about 100,000 acres of land will become surplus and 
will be available for redistribution. In Pakistan, the 
land ceiling on an individual basis has been reduced 
from 500 acres of irrigated and 1,000 acres of dry 
land to 120 acres of irrigated and 210 acres of 
unirrigated land, with certain allowances for 
mechanized farms. The bill also provides for tenancy 
regulations and in effect allows absentee-landholding. 
It provides for some co-ordination of supporting 
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services and administrative machinery for implement- 
ing the measures, but, while it has some essential 
elements for successful implementation, the high 
ceiling level and the continued existence of tenancy 
and share-cropping are its weak points. Moreover, 
provision of administrative machinery does not auto- 
matically ensure its successful functioning, particu- 
larly as the absence of cadastral records of land 
holding and tenancy which prevails in the Punjab 
region will make the expansion of agricultural credits 


difficult. 


Some specific guidelines for future land reforms 
in India have now emerged in regard to ceilings on 
land holdings. According to the policy indication 
at the national level, the state governments are to 
enact specific legislation. However, greater clarity is 
still needed in the field of tenancy legislation. 


This brief review of the land reforms efforts in 
the developing countries of the region suggests that 
land reforms in most countries of the region were not 
generally effective, and points out the major con- 
straints to the successful implementation of these 
reforms. The legislations are partial, with numerous 
exemptions, thus seriously diluting the effectiveness 
and usefulness of otherwise weil-planned programmes. 
The lack of complete records of land ownership and 
of actual tenancy is a serious obstacle to purposeful 
implementation. A related major adverse factor is the 
lack of supplementary measures to strengthen and co- 
ordinate the organization of credit and distribution of 
other inputs consistent with the land redistribution and 
tenancy reform measures. Inaccurate timing and the 
unnecessary publicity of official intentions have often 
aggravated the inefficiencies in implementation. 


While the situation differs from country to 
country, it is possible to draw certain general con- 
clusions from the above analysis. 


To be practical and effective, land reform must 
be comprehensive, adopted as a package, and properly 
phased. 


In the presence of poverty and unemployment, 
comprehensive land reforms will be extremely useful. 
However, they will not completely solve all problems: 
employment-oriented, rural-based measures and other 
labour-intensive methods in non-agricultural activities 
have to be adopted to mount an all-out attack on the 
problems. Furthermore, all these measures have to 
be integrated into the broad strategy and priorities 
of the economy and should not be tackled on a 
marginal basis or in an “additive” framework. 


It is suggested that the essential elements of a 
comprehensive package of land reforms are: 


(a) registration of ownerships and tenures with 


clear and unequivocal delimitation of rights ~ 


and obligations; 


(b) equalization of the distribution of land 
through clearly defined ceilings and redis- 
tribution with minimum exemptions; 


(c) consolidation of fragmented land holdings 
and effective measures to prevent further 
fragmentation of land; 


(d) regulation of tenancy within the allowed 
range of land distribution, with provision for 
security of tenure, clear rules for rights to 
resumption, and competitive rentals; 


(e) increasing the cultivated area through land 
settlement schemes wherever possible; 


(f) special programmes within and _ outside 
agriculture for landless labourers; 


(g) provision of educational and other agricul- 
tural services and credits, to secure a dis- 
tribution of purchased inputs consistent with 
the distribution of land; 


(h) creation of an administrative machinery for 
the energetic, rapid and motivated implemen- 
tation of the comprehensive package, prefer- 
ably including representative bodies of 
farmers as in Japan and the Republic of 
Korea. 


(2) Other aspects of rural institutions 


Another aspect of rural institutions relates to the 
“additional” claims imposed by the rapid advance of 
the new technology in. agriculture. Additional 
institutional needs arise for the provision of extension 
services for dissemination of new technology; 
expanded credit for both short-term and long-term 
purposes; inputs, such as_ seed, fertilizers and 
pesticides; and storage facilities. Timely provision of 
all these needs is crucial not only to secure better 
farmer responses for the adoption of the new tech- 
nology, but also to eliminate operational inefficiencies 
so that the full potential of the high-yielding varieties 
is exploited. 


Strengthening of the co-operative framework, 
organized on a comprehensive and integrated basis, 
is urgently needed. Unfortunately, the performance 
of co-operatives in the past, either in the simple or 
the multipurpose form, has not been very encouraging 
in most of the developing ECAFE countries. By and 
large, the reasons for this performance are institu- 
tional, in particular the functional rigidities and lack — 
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of trained personnel. The effectiveness of organiza- 
tions for credit and distribution of inputs will 
critically depend on the simplification of procedures 
and the manning of the co-operative organization by 
trained and dedicated workers. 


The role of extension services has already been 
emphasized. The provision of extension services, as 
in the case of the provision of credit and other inputs, 
is partly a problem of personnel, i.e. of properly 
trained and motivated workers. The magnitude of the 
problem, however, will vary from country to country, 
depending on their involvement in a land reform 
programme and their rate of advance in the new 
technology. It is encouraging that organizational 
problems in the context of new technology have been 
attracting official attention in many countries.?° 


(d) Financial institutions 


Financing is a major problem in most develop- 
ing countries. With the inadequate inflow of foreign 
resources, the limited scope for increasing savings and 
the undesirability of inflationary financing, the 
efficient use of domestic saving is crucial. The 
efficient allocation of domestic savings, in turn, 
depends upon the availability of efficient financial 
institutions. 


There are important institutional improvements 
to be made both in regard to the collection of funds 
from savers and the distribution of these funds to 
investors. There are three domestic sources of funds 
for investments: household savings, business savings, 
and public saving. 


Households provide substantial funds through 
saving out of income. These funds have to be 
collected from a myriad of small units, most of which 
are uneducated in the possibilities of earning 2n 
assured return on the deposit of their savings with 
professional financial intermediaries. To the extent 
that they prefer to save in the form of bank notes 
there is no problem of collecting the funds, but the 
problem of allocating the savings among investors 


30 FAO sources; “It is reported that, in order to integrate input 
supply and services to farmers, the Government of India intends to 
establish comprehensive agro-service centres throughout the country”. 
We have already noted the remarkable effort in the Philippines of 
co-ordinating the supporting services into the land reform programme, 
as a result of which the share of institutional finance in the short-term 
credit request has become substantial. The institutional aspects of the 
new technology have been fully considered under their self-sufficiency- 
in-rice programme: vide country report, the Conference on Public 
Administration. In Malaysia, the Second Five-Year Plan envisages 
“setting up a network of institutions, such as Farmers’ Associations, 
to organize and co-ordinate material and technical assistance and 
promote new technology and methods in farming and fishing”, p. 72. 
In Sri Lanka, concerted efforts are envisaged to reorganize and re- 
vitalize the co-operative sector during the five-year plan, 1972-1976, 
pp. 129-130. 


rests then with the central bank. To reduce the need 
for discretionary government decisions, it is prefer- 
able that individuals save in the form of bank 
deposits rather than bank notes. To cope with this 
problem and generally to increase savings, a variety 
of institutional instruments has been experimented 
with by many developing ECAFE countries, among 
them post-office banking schemes, national-defence and 
national-savings certificate sales campaigns, payroll 
deducalion programmes, and government savings- 
branch-banking and mobile-banking expansion pro- 
grammes. A recent innovation is the device of the 
unit trust or mutual fund, first introduced in India 
and Pakistan and more recently in several other 
ECAFE countries. These create opportunities for 
small savers to invest in domestic equities as well 
as the loan market with a reasonable degree of 
security. 


The second major domestic source of funds, the 
business sector, is growing in relative importance as 
industrialization proceeds. Business savings consisis 
of undistributed profits (including depreciation 
charges). As taxes on distributed profits and tax 
exemptions or reductions on retained or reinvested 
earnings are effective instruments, the imposition of 
restraints on profit distribution and the award of 
incentives for reinvestment are possible methods of 
increasing business savings and thus the rate of 
investment. However, the accompanying increase in 
the capital value of shares in business may be con- 
ducive to consumption and imply a fall in non- 
business savings. The net result on total domestic 
savings may thus be limited. Be this as it may, a 
stimulus to increase undistributed profits appears to 
be highly conducive to investment; surveys have 
indicated that self-financing tends to be favoured in 
the domestic business sector of many developing 
ECAFE countries. Greater stimuli to the formation 
of private publicly-held enterprises with widely dis- 
persed share-holdings are also needed as a means of 
opening domestic competition in industrial lines 
previously monopolized by closely-held family firms 
and as a means of making more effective use of 
scattered domestic savings presently searching for 
profitable but secure local business opportunities. To 
this end, the Republic of Korea and Pakistan offer 
lower tax rates to publicly-held firms. In addition. 
serious efforts are under way in a number of ECAFE 
countries to develop viable effective securities 
markets, including organized stock exchanges. 


Thirdly, the public sector serves as a major — 
actual or potential —source of investment finance.* 


32 See report and supplementary papers of the Seminar on Problems 
of Economic Development: Financing Public Sector Investment, Eco- 
nomic Bulletin for, Asia and the Far East, vol. XIX, No. 2, September 
1968, pp. 1-108. 
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The efficient use of public savings and other public 
funds for financing investments is a serious problem 
which leads to the more general problem of invest- 
ment priorities in developing countries. The alloca- 
tion of government funds should be closely geared 
to general credit market conditions. 


An organizational challenge also exists in regard 
to the allocation of loanable funds. Sizable differences 
exist between interest rates accorded to depositors and 
those charged to borrowers in the organized credit 
markets of most developing ECAFE countries; the 
usual explanation offered in defence of this practice 
is the high risk factor prevailing in these countries, 
a justification that critics of the banking sector have 
called into question, however. Furthermore, the 
organized banking sector has tended to channel funds 
into certain traditionally favoured lines of business 
activity, particularly short-term loans featuring rapid 
maturation and high rates of capital turnover. This 
bias has concentrated organized banking activity in 
the international trade sector, in metropolitan areas, 
and among large borrowers (often foreign companies), 
leading to real shortages of both short-term and long- 
term investment funds in a variety of desirable lines, 
especially among small-scale and locally-owned and 
operated firms located outside the major metropolitan 
areas and, above all, outside the agricultural sector.*? 
Thus, a large section of farmers, small-scale indus- 
trialists, petty traders and self-employed persons are 
not adequately served by the existing institutions. 
Their main source of finance is the unorganized credit 
market (money lenders, wholesale merchants, big 
farmers and ‘so forth), and the interests on such 
credits are very high. The high interest rates are 
partly compensation for high risks and these can only 
be eliminated in a well-organized credit market. The 
bias against small borrowers can be overcome, at 
least partly, by creating possibilities for small-scale 
producers and investors to offer satisfactory collateral 
against loans. Land registration and chattel mortgage 
legislation with prompt and inexpensive judicial 
procedures are important measures of this kind, as 
already mentioned. 


The situation in regard to medium-term and 
long-term credits is even worse in a number of 
developing countries. Of the substantial credit 
requirements, only a fraction is provided by organized 


32 For example, in India, only 2.2 per cent of the total scheduled 
commercial banks advances in 1968 went to agriculture. In Thai- 
land, “usually most of the capital funds are contributed by rich farmers 
or members of the same family, with no place at all for the small 
farmers in the management of these societies . . . both the paid-up 
and subscribed capital are small and this poses a severe constraint on 
the ability of the societies to raise loans sufficient to meet the require- 
ments of all members” (vide Marzouk, G. A., Economic Development 
and Policies: Case Study of Thailand). A similar situation obtains in 
the Philippines, Indonesia and Pakistan. 


banking. Specialized institutions serving certain 
specialized activities in different form and magnitude 
in all countries are constrained, among other factors, 
by lack of resources. The capital market is extremely 
underdeveloped and does not attract private funds 
to any significant extent. Complaints of even the 
industrial sector (the first priority sector in most 
countries of the region) suffering from lack of 
medium-term and long-term credits are heard almost 
everywhere. Specialized institutions for financing the 
medium-term and long-term needs of the industrial 
sector have been established in all countries,*° yet, 
due to some inherent administrative rigidities, lack of 
financial resources, etc., their performance in the 
provision of medium-term and long-term finances is 
sometimes unsatisfactory.*4 In other cases, these 
institutions have not been able to make full use of 
their available resources. It is important that credit 
institutions should be allowed to charge competitive 
interest rates; with credit rationing, it is usually 
small businesses that are cut off from loans while 
big businesses get the existing cheap credits. 


Of particular interest are the concerted efforts 
in the Philippines to develop “investment banking”. 
In India, significant efforts towards financial institu- 
tional reforms were made in connexion with the 
nationalization of the major banks which accounted 
for about 85 per cent of the total bank deposits. 
Another step recently initiated in India is the adoption 
of the Lead Bank Scheme*® and a proposal to create 
rural banks fully integrated with the general banking 
structure. 


In addition to improvements in the institutional 
organization of the credit market for more efficient 
allocation of loanable funds, the possibilities of 
increasing the scope for monetary and debt manage- 
ment policies need attention. The more policy 
instruments a Government has at its disposal, the 
better are the prospects for successful policies. From 
both points of view, the establishment of an effective 
open capital market (stock exchange) would be an 
important institutional innovation. Several developing 
countries in the region have made substantial progress 
in this direction. 


83 Thailand: Industrial Finance Corporation of Thailand (1967); 
Malaysia: MIDF. 


34 Malaysia First Plan, ‘On the national scale, MIDF's financial 
assistance to manufacturing industry is still small. The 8 years cumu- 
lative loan advanced by MIDF was less than one-third of outstanding 
commercial bank loans advances to the manufacturing section as at 
the end of June 1968." Similar difficulties were faced by the IFCT 
of Thailand (see Marzouk, op. cit.). 

35 Under this scheme, the public sector banks were allotted specific 
areas in which they are made responsible for identifying growth 
potential, fulfilling the credit needs, mobilizing deposits and acting as 
consortium leaders to bring about co-ordination in the activities of all 
financial institutions (see Government of India, Banking Commission 
Report, 1972, pp. 79-8U). 
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(e) Institutions in centrally-planned economies 


It is well known that there are major differences 
between the institutions in centrally-planned countries 
and those in developing countries in the region. To 
some extent, differences of opinion in regard to basic 
institutions, such as private ownership of means of 
production, may be irreconcilable. However, such 
differences of opinion should not be allowed to 
obscure the fundamental fact that the problems to be 
tackled are much the same and that organizational 
forms that have proved successful in one type of 
society may well be adjusted to the other type without 
necessarily conflicting with ideological requirements. 
This is particularly true for the mixed type of society 
that some developing countries have adopted. Indeed, 
the advantage of the mixed system is precisely that 
it can draw extensively on the experience of both 
market economies and centrally-planned economies. 


In this context, it should be emphasized that 
China’s experience in the social and economic field 
is of extreme importance. The impressive effective- 
ness of certain pragmatic and logically simple steps 
provides an important lead for similar action in other 
countries. Some of these measures could be adjusted 
to the mixed economy framework without ideological 
implications, although their effectiveness may be con- 
strained by the different institutional framework in 
these countries and the nature of the problems to be 
solved. 


The important aspects of the Chinese institutional 
framework which have crystallized after the “cultural 
revolution” are: 


— self-financing of the regional development;*’ 


— decentralization of decision-making to the 
lowest level; #8 


— a high degree of flexibility in planning and 
target setting ;°9 


— need- and action-oriented education, training 
and research ;4° 


36 This brief discussion is based on the latest report on the Chinese 
economy in Far Eastern Economic Review Yearbook, 1972 and an 
article by C. Mullin, “A Commune in China”, in Asia Magazine, 30 
July 1972. 

37 The emphasis in regional self-financing results from the need for 
resource mobilization as well as to avoid conflict between the State and 
regional and local interests. 

38 Communes and production brigades enjoy considerable auto- 
nomy and all workers in the village are involved in the decision- 
making. ; 

39 This is in recognition of the uncertainty regarding constraints 
that develop in the initial steps of plans. ; 

4° Rapid growth of the “bare foot” doctors, curricula and teaching 
conforming to the needs of the local area or set of students, co- 
ordinated practice-oriented training universities conducting research 
in factories etc. are some examples of this approach. 


— persuasive methods to give local and rural 
motivation to the trained personnel;*! and 


— co-ordinated and balanced development of 
production, personnel and infrastructure.*? 


Of course, some of the elements of the institu- 
tional framework do not appear original, but their 
simplicity points to pragmatism and realism in 
solving economic problems. These elements of 
institutional strategy seem to be partly responsible for 
the satisfactory performances of the Chinese economy 
after the “cultural revolution”. It is interesting to 
note that the economy has grown at a rapid rate 
during the last two years,‘* that labour shortages 
have been widely felt,44 and that there is a gradual 
but steady improvement in the living conditions of 
the people in general.4® 


It may be pointed out that all of these elements 
are of crucial relevance for the other developing 
countries of the region. Moreover, they could all be 
adopted under the existing framework and have been 
stressed from time to time. Indeed, the institution of 
a “revolutionary corps” in Iran and land reform 
teams in Nepal are based on similar motivation. 
Ultimately, what is needed is concerted effort on the 
part of the authorities concerned. 


(f{) Summary and conclusions 


The major conclusion of the study is that the 
capability of the institutional framework in most 
countries to adequately support the development effort 
has to be enhanced through planned reorganization 
and revitalization. Such efforts would have to be 
supplemented by improvement in plan formulation and 
techniques of progress and performance evaluation. It 
must be noted that availability of technically-trained 
personnel turns out to be a major constraint on the 
reorganization of the institutional framework in 
several developing countries in the region. 


As regards planning machinery, in addition to 
such reorganization as may become necessary for 
efficient implementation, measures will have to be 
initiated towards greater decentralization (regional 
and in decision-making) integration of long-term 
planning with short-term fiscal, monetary and 
exchange policies, and efficient management of public 


41 This is implicit in the educational and training system which 
forms the basic element of the regional development organs. 

42 An excellent example of this is the realignment of the various 
productive structures for raising mineral production in 1971. 

43 Fay Eastern Economic Review, op. cit. The same views were 
expressed by Professor Galbraith after his recent visit to Peking. 

44] abour shortages have been reported from several provinces and 
mechanization has made considerable headway. 

45 Mullin, op. cit. 
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enterprises in certain countries. Land reforms will 
have to be introduced in an integrated framework and 
be comprehensive if they are to make a significant 
contribution to solving the problem of mass poverty 
and unemployment in the region. Efforts are urgently 
needed for rapid development and streamlining of 
the rural institutional structure in the context of the 
new technology. Indeed, the “co-operativization” of 
agricultural production and a frontal attack on the 
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existing tenurial institutions through a comprehensive 


land reform programme are the most urgent needs » 


in the region at present. Financial institutions have 
to be so reorganized as to lead to allocation of 
resources in accordance with development priorities, 
mobilization of resources and efficient operation of 
the instruments of monetary policy, and rapid deve- 
lopment of a capital market seems to be of vital 
importance. 
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Chapter XIII 
REGIONAL CO-OPERATION 


According to the International Development 
Strategy for the Second United Nations Development 
Decade, the developing countries should continue 
their efforts to negotiate and put into effect further 
commitments for instituting the schemes for regional 
and subregional integral measures of trade expansion 
among themselves. They should, in particular, 
elaborate mutually beneficial and preferential trade 
arrangements which foster the rational and outward- 
looking expansion of production and trade, and avoid 
undue injury to the trading interests of third parties, 
including third developing countries. 


At the same time, the developed market economy 
countries should, through the extension of financial 
and technical assistance or through action in the field 
of commercial policy, support initiatives in regional 
and subregional co-operation of developing countries, 
while the centrally-planned countries of eastern Europe 
should also extend their full support within the 
framework of their socio-economic system. 


(a) Development until the end of the First Develop- 
ment Decade 


Since 1948, proposals have been put forward 
among ECAFE countries aiming at promoting the 
economic and social development of the region 
through regional co-operation among the various 
countries or sub-groups of countries. In some 
instances, such proposals have foundered for lack 
of widespread support, or discussion is still continuing. 
In other cases, however, limited but significant pro- 
eress has been made. Often, the initiatives which 
led to the establishment of regional development 
projects can be attributed to the Economic Commis- 
sion for Asia and the Far East. Among such projects 
and institutions are the Mekong Project (1957), the 


‘Asian Institute for Economic Development and 


Planning (1964), the Asian Highway Project (1965), 
the Asian Development Bank and the Asian Industrial 
Development Council (1966), the Typhoon Committee 
(1968), the Asian Coconut Community (1969), the 
Pepper Community (1971), and the Asian Statistical 
Institute (1970). Other successful developments 
established outside the auspices of ECAFE include the 
Association of South East Asian Nations (ASEAN) 
(August 1967), the scheme for Regional Co-operation 
for Development among Iran, Pakistan and Turkey 
(RCD) (July 1964), and the Indo-Sri Lanka 


Economic Co-operation Committee. 


The success which followed the establishment of 
the above projects and institutions has been varied. 
Generally speaking, progress has been most difficult 
in those areas which have involved issues of economic 
policy relating to international payments or trade and 
investment, and, to the extent that impediments have 
not been overcome, the countries of the region have 
failed to exploit fully the use of regional co-operation 
as a means to accelerated economic and _ social 
development. The usual explanation for this failure 
is the alleged conflict between the objectives of 
economic development through regional co-operation 
and national sovereignty and independence. 


In many of the developing members of the 
region, there is a great deal of justification for this 
attitude, as, in many of these countries, the primary 
political and economic task is the strengthening vf 
their ni:ional ‘identities’ by nation-building policies, 
including national economic policies such as the use 
of those policy instruments which affect international 
trade. In the modern world, however, it has become 
increasingly costly, and particularly so for small 
countries, to identify the political frontier of a 
country with its economic frontier. The spread of 
modern technology and capital, and the immense 
importance of developments in transport and com- 
munications, have necessitated that the economic 
frontier of a country be extended well beyond its 
political boundaries if it is to benefit from inter- 
national trade in developing its nation-state. The 
criterion for the extension of the economic frontier 
should be that it strengthens the economic basis of 
national societies by promoting accelerated economic 
development. 


In this connexion, another reason for the slow 
progress of schemes for regional trade co-operation 
and expansion is that many countries are unable to 
see clearly in advance that such schemes would be 
beneficial to them even in a strictly economic sense. 
This is so because of the technical difficulties of 
quantifying such benefits, particularly where countries 
concerned are of a heterogeneous nature as far as 
economic size, structure and stage of development are 
concerned. 


Finally, a contributing difficulty in promoting 
regional trade co-operation has been the excessive 
use of import-substitution policies under high degrees 
of effective protection which, although in many 
instances fostering industrialization, did so sometimes 
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at the expense of developing weak and uncom- 
petitive industries even in the regional sense. As a 
result, strong vested interests have been created which 
are resolutely opposed to any reduction of trade 
barriers, even on a regional or subregional basis, 
which would threaten their future development and, 
what is worse, their very existence. A closely related 
factor is that Governments are acutely aware of the 
lack of employment opportunities and that, while in 
theory they are aware that other more efficient 
industries should replace the inefficient ones, in 
practice they are unwilling to close down any enter- 
prise which gives rise to employment. 


Fortunately, there have been some developments, 
such as the Asian Development Bank, the Asian 
Coconut Community, the Pepper Community and the 
Association of Natural Rubber Producing Countries, 
which indicate that regional developments are possible 
and, as stated below, there are grounds for cautious 
optimism concerning future developments. Signi- 
ficantly, however, regional co-operation has to date 
proven most successful where it has been limited to 
projects involving technical developments with a 
minimum of economic policy implications or to the 
provision of regional forums for the discussion but, 
rarely and unfortunately, implementation of projects 
involving important regional economic policy matters. 


(b) Recent developments 


During 1971 and 1972, a number of further 
developments occurred in the field of regional co- 
operation. In the area of commodity agreements, the 
Pepper Community was established in 1971 by India, 
Indonesia and Malaysia. The Community was 
inaugurated in August 1972. The Association of 
Natural Rubber Producing Countries, which includes 
Indonesia, Malaysia, Singapore, Sri Lanka, Thailand 
and the Republic of Viet-Nam, was inaugurated in 
October 1970. Preliminary developments for such 
commodities as tin, jute and shellace were also 
instituted during this period. Important steps were 
taken to make progress with the proposals for the 
expansion of intraregional trade and for the creation 
of such complementary institutions as an Asian clear- 
ing union and an Asian reserve bank. It is with 
these developments in particular that the remainder 
of this section of the review is concerned. 


These latter proposals have been under considera- 
tion for over a decade, but the first signs of progress 
did not appear until December 1968 when the Council 
of Ministers for Asian Economic Co-operation! out- 


1 The Third Ministerial Conference on Asian Economic Develop- 
ment: the name of the Conference was changed later by a decision of 
the Ministers to the Council of Ministers for Asian Economic Co- 
operation. 
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lined a programme for expansion of regional trade, 
shaped later into a package of appropriate guide- 
lines and principles for interregional trade and 
monetary co-operation by a group of experts in 
Brussels in 1970. The resulting draft proposals were 
submitted to member countries, and many of the latter 
indicated their positive interest in the creation of an 
Asian clearing union and an Asian reserve bank as 
well as an Asian trade expansion programme. This 
led to a further examination of the original draft 
proposals at a meeting of government and central 
bank officials in late 1970 where draft statements of 
principles for a regional and subregional trade 
expansion programme and guidelines for the creation 
of an Asian clearing union and an Asian reserve 
bank were finalized. 


On the basis of these draft principles and guide- 
lines, the Council of Ministers for Asian Co-operation, 
at their meeting in Kabul in 1970, established a 
preparatory committee for the establishment of an 
Asian clearing union and an_ intergovernmental 
committee of interested member countries to promote 
an Asian trade expansion programme. The prepara- 
tory committee on the Asian clearing union met in 
March 1971. A further intergovernmental committee 
met to examine the Asian reserve bank proposal and, 
if it were found feasible, to suggest concrete steps 
for its development. 


(c) The Asian trade expansion programme 


A number of tentative proposals have been con- 
sidered to promote regional or subregional trade 
development, ranging from an all-embracing free trade 
area to more modest proposals involving subregional 


groups of countries, such as those which comprise — 


southeast Asia. 
has yet come of these proposals. 


With two minor exceptions, nothing — 
The exceptions are 


the scheme for Regional Co-operation for Develop- — 
ment (RCD) which involves Turkey (a non-ECAFE — 


country), Pakistan and Iran, and the New Zealand/ 
Australia Free Trade Area Agreement (NAFTA). 
Both of these schemes are based on limited proposals 
for the mutual extension of tariff preferences. The 
latter agreement, in particular, provides examples of 
the benefits and costs that can be expected from such 
developments. 


There are encouraging signs, however, that the © 


Asian trade expansion programme will lead to more © 


than just proposals, even though it does not mean a — 
trade co-— 
operation. Proposals for negotiation among member — 


major breakthrough towards regional 
countries have been made, covering a wide range 
of trade expansion measures, including liberalization 


of trade, such as mutual or unilateral reduction of 


tariff and quantitative restrictions and promotion of — 
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trade expansion through agreements on bulk purchas- 
ing, state trading, etc. In accordance with these 
proposals, a Trade Negotiation Group was established 
in February 1972 among interested ECAFE developing 
members to undertake the necessary preparations for 
negotiation, including the provision of technical 
assistance to interested countries. This Group adopted 
a work programme and time-table for substantive 
negotiations, with the first round scheduled for 
January 1973. 


The strategy for trade expansion adopted by 
the Group includes a scheme whereby member 
countries will unilaterally or mutually offer tariff 
concessions. Thus, each country should be able to 
ofier concessions beneficial to itself. This scheme 
contrasts with a mutual agreement for an across-the- 
board schedule of tariff reductions, in which case 
many member countries would be uncertain of their 
own benefits and costs. 


However, the history of the New Zealand/ 
Australia Free Trade Area Agreement (NAFTA), 
which is based on a strategy similar to that proposed 
by the Group, suggests that only very limited gains 
will be obtained as far as changes in the existing 
structure of production are concerned, unless countries 
are willing to sacrifice some of their existing and 
relatively inefficient industries and unless the industries 
selected for regional trade expansion are those in 
which considerable economies of scale and other 
externalities can be identified. In the case of 
NAFTA, there has been a marked reluctance to 
select such industries for expansion. 


Three final points need be considered. First, 
and especially among countries whose factor endow- 
ment and state of technical knowledge is roughly 
similar, it is quite feasible for different processes in 
the same industry to be established in different 
member countries. The remarkable expansion of free 
trade in the Europe Common Market has proceeded 
in this way. In the case of NAFTA, one of its success 
stories has been the dovetailed and complementary 
development of the forestry industries of the two 
countries. More recently, such guided industrial 
development has been extended to the automobile 
industry of the respective countries. It is essential 
that such developments be based upon the principles 
outlined above. 


Secondly, even though member countries should 
be reluctant to sacrifice existing but relatively 
inefficient industries, the success of the trade expan- 
sion programme could still be ensured if it rationalizes 
the location of industries which are yet to be 
developed. This point becomes important when 
member countries change the pattern of industrial 
production to intermediate and capital goods where 


the capacity for research, innovation, skill and 
economies of scale are important determinants of the 
successful location and development of an industry. 
In turn, of course, the less industrially developed of 
member countries should be given the opportunity to 
specialize, in accordance with their comparative 
advantage, in the. more simple labour-intensive 
industrial processes. 


Finally, it is to be hoped that the desire to 
rationalize the location of future industry and to 
promote the better location of existing industry is 
extended to the agricultural sector of the participat- 
ing countries. Agriculture remains and will remain 
for some time to come the major source of output 
in most developing ECAFE countries, and, for this 
reason, it is imperative that agricultural incomes be 
raised by increased productivity and not merely by 
price-support schemes that diverge from the long-term 
trend in prices or by other protectionist policies which 
can only be achieved by transferring income from 
the manufacturing to the agricultural sector or by 
making the former, via the increase in food and raw 
material prices and wage costs, less efficient vis-a-vis 
the trading partners. As indicated elsewhere in this 
Review, this applies particularly to schemes for self- 
sufliciency in rice production. 


Equally important is that future developments in 
agriculture be efficiently located. If the “green 
revolution” is to provide continuing benefits, it must 
be extended to activities other than the growing of 
rice and wheat, such as vegetable and fruit produc- 
tion, livestock raising and the processing of agricul- 
tural produce. It is on these new and developing 
areas that the activities of the trade expansion pro- 
gramme should be focused in order to promote higher 
productivity in the agricultural sectors of member 
countries and to prevent the growth of strong 
vested interests, such as those in the European 
Economic Community whose livelihood is linked with 
the continuance and extension of agricultural protec: 
tion. 


(d) An Asian clearing union and an Asian reserve 
bank 


The establishment of an Asian clearing scheme 
is a first step towards more ambitious regional 
monetary co-operation. Direct benefits from such a 
scheme will be the savings in the use of foreign 
exchange required to settle intraregional transactions 
and a possible savings in transactions costs. The 
major indirect benefit is that such a scheme will 
provide a focus for closer co-operation among 
monetary authorities, as far as regional payments are 
concerned, and that it will promote a degree of 
harmonization of member countries’ monetary policies. 
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It is also possible that the scheme could provide 
intraregional credit, but on a short-term basis, as net 
balances would need be fully settled in convertible 
currencies within short time periods. 


At the first meeting of the Preparatory Com- 
mittee for the establishment of an Asian clearing 
union which was held in March 1971, a draft agree- 
ment for the establishment was unanimously adopted. 
The Governments of 15 member countries have now 
examined the draft agreement. 


A feasibility study on the establishment of an 
Asian reserve bank was submitted to the first meeting 
of the intergovernmental committee on an Asian 
reserve bank which was held in August 1972. 
According to the feasibility study, if an Asian 
reserve bank were to be established, it would facilitate 
members’ participation in proposals for trade liberali- 
zation and expansion, either individually, regionally 
or world-wide. It would reduce the likelihood that 
members losing reserves will adopt income, exchange 
rate and trade policies that would reduce regional 
and world economic welfare. It would also economize 
on the reserves held by members, thus freeing some 
portion of these reserves to be used for investment in 
development projects in the region, raising regional 
growth rates and expanding regional markets. Finally, 
it would provide reserve “insurance” for the co- 
operating countries at a low or zero marginal cost, 
and so reduce the risk, when payments problems 
arise, of trade-distorting and income-reducing specula- 
tive movements in capital and commodities. These 
benefits will be shared by all members whether they 
are creditors or debtors of the bank.? 


A major point concerning an Asian reserve bank 
is the attitude of surplus member countries to the 
proposal. These countries would need to agree, along 
with the others, to divert a minor portion of their 
reserves from extraregional to intraregional invest- 
ments. To ensure the willingness of creditor coun- 
tries to participate, however, it is essential that the 
bank’s lending policies be based on sound commer- 
cial principles and that deposits should earn interest 
and be fully convertible into the currencies of extra- 
regional currencies in the case of an emergency. 


Furthermore, the creditor countries should be 
convinced that, since a surplus country could not 
avoid lending, through reserve accumulation or other- 
wise, the mechanism of the proposed Asian reserve 
bank would enable them to divert a modest portion 
of their unavoidable reserve lending from unrequited 
dollars into “reserve positions in the ARB” carrying 
exchange guarantees unavailable on reserve holdings 


2 “Feasibility study on the establishment of an Asian reserve bank: 
Summary” (TRADE/TLP/ARB(1)/1 Add.1), June 1972. 


of national currencies, and contributing to trade 
expansion and liberalization among the member 
countries.* 


At the August 1972 meeting, it was agreed that 
“an Asian reserve bank is a feasible project” provided 
that it has adequate membership, financial support 
and sound management. The Executive Secretary, 
ECAFE, transmitted the draft agreement considered 
at the meeting to member Governments to ascertain 
their interest in the project. 


(e) Asian commodity communities 


Countries in the ECAFE region are becoming 
more aware of the desirability of harmonizing and 
integrating their efforts in the field of production, 
marketing and research development of certain 
commodities, such as coconut, tea, pepper, rice, 
natural rubber, and tin. This increasing awareness 
of common problems and of the possible benefits of 
mutual action has already led to the establishment 
of the Asian Coconut Community, the Pepper Com- 
munity and the Association of Natural Rubber Pro- 
ducing Countries. In these cases, financial support 
is provided by the member countries and by various 
international institutions, and ECAFE is to provide 
advisory and technical services. 


The Asian Coconut Community was the first of 
these commodity organizations and it was established 
in 1969 at a time when the industry faced serious 
difficulties. World demand for coconut products was 
shrinking as a result of more intensified competition 
from other vegetable oils and the development of 
petroleum-based synthetic substitutes. Entry to tradi- 
tional markets in developed countries had been made 
more difficult by the institution of domestic price 
support schemes and tariffs which favoured the 
development of domestic substitutes and by rising 
transport costs.4 The members of the Community are 
India, Indonesia, Malaysia, the Philippines and Sri 
Lanka. Fiji, Thailand and Western Samoa have 
indicated that they are interested in seeking member- 
ship. The Community’s activities include studies of 
the feasibility of projects for increased output of the 
processing of the basic product, and efforts to remove 
trade barriers and to prevent the imposition of dis- 
criminatory tariffs and other taxes. It is probably 
partly due to the lobbying efforts of the Community 
that EEC did not impose a tax which could have 


3 Summary of two statements by Professor Robert Triffin, “Report 
of the inter-governmental committee on establishment of an Asian 
reserve bank” (TRADE/TLP/ARB(1)/5), September 1972. 

4 “Problems and prospects for developing co-operation and trade 
within the region: Certain aspects of ECAFE'’s efforts”, paper present- 
ed to 11th FAO Regional Conference for Asia and the Far East, New 
Delhi, October 1972, p. 9. 
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caused annual market losses of around US$25 


million. 


In the case of both pepper and rubber, the newly- 
formed organizations have taken only initial steps to 
achieve their objectives which, as in the case of the 
Coconut Community, include joint action to remove 
artificial barriers to trade, to promote research and 
product standardization, to reduce freight rates where 
possible and to devise and institute better marketing 
and production practices. Steps are also in progress 
to establish a tin research and development centre 
along similar lines to the above communities. The 
interested countries are Burma, Indonesia, Malaysia 
and Thailand, which together account for some 65 
per cent of the world production of tin concentrates. 


India and Sri Lanka, which together dominate 
the world’s export supply of tea, have recently 
agreed to a voluntary imposition of restrictions on 
supply and export quotas in an attempt to arrest the 
long-term decline in prices that has characterized the 
international tea market. 


As regards other commodities, the Asian coun- 
tries occupy a very prominent place in world trade 
in timber and timber products, both as exporters of 


_ logs, sawn wood and plywood, and as importers of 


logs and sawn wood. The ECAFE region also pro- 
duces more than 90 per cent of the world’s combined 
output of jute, kenaf and other allied fibres. In 
view of this fact, intergovernmental consultations on 
regional co-operation in these fields are being 
planned which would foster closer co-operation among 
producing countries in order to solve common pro- 
blems facing them and to exploit their valuable 
resources in the most effective manner possible. 


Finally, some progress has been made in deve- 
loping a regional approach to the serious emerging 
problems which confront the production and sale vf 
rice, which is the major crop and staple food of the 
majority of countries in the region. As mentioned. 
in the section dealing with agriculture,° these problems 
have arisen because of the direct impact of the “green 
revolution” on rice supply and because of the policies 
of many regional countries, both developed and 
developing, which seek virtual self-sufficiency in the 
supply of rice. As a consequence, a regional approach 
which will harmonize regional production and 
marketing plans is urgently required if chaotic inter- 
national trading conditions for this community are 
not to develop. 


In April 1970, the Economic Commission for 
Asia and the Far East requested that a framework for 
regular consultation among rice-producing countries 


5 See chapter VI of this Review. 


be established. An expert group suggested possible 
measures for the stabilization and expansion of intra- 
regional trade in rice and cereals, including a special 
Asian rice trade scheme involving deferred payments, 
agricultural diversification and proposals for a suitable 
organizational framework. On the basis of these 
proposals, informal consultations are now in progress 
with interested member countries. 


(f) Industriel development 


Important advances have recently been made in 
the area of regional co-operation for industrialization. 


Until recently, the Asian Industrial Development 
Council (AIDC), which was established in 1966 on 
the recommendation of the First Asian Conference 
on Industrialization, confined its activities to identify- 
ing viable projects for regional development, and to 
assisting in the preparation of feasibility studies. It 
has also been willing to assist regional co-operative 
projects to obtain technical and financial assistance 
from the various international organizations. Its 
studies suggest that scope exists in manufacturing for 
obtaining substantial economies of scale in the produc- 
tion of components for automobiles, compressors for 
refrigerators, air conditioners, small engines, pumps, 
agricultural machinery, etc., if these industries were 
to be developed on a regional basis. 


The Southeast Asia Iron and Steel Institute was 
established in Singapore in 1971 by seven subregional 
countries and two supporting members. Membership 
is open to other ECAFE members. Its purpose is to 
develop projects in the iron and steel sector within 
the subregion. In this capacity, it will also provide 
technical information and other assistance to existing 
industries. 


Another major development concerns the Asian 
Industrial Survey for Regional Co-operation. This 
large project is being financed by international 
organizations and member countries, and intends, by 
means of detailed micro-economic studies, to identify 
industries which are suitable for regional develop- 
ment on a sectoral basis. The survey is expected to 
be completed by early 1973. 


(g) Transport and communications 


In the field of transport and communications, a 
number of projects for regional co-operation are in 
an advanced stage of implementation. 


Under the Trans-Asian Railway Project, a rail 
link has been established between Turkey and Iran 
and work is proceeding apace to link the Iranian and 
Pakistan railways. Through running is available 


1l4 


between Chiengmai, the northern terminal of the 
Thai State Railways, and Singapore through Malaysia. 
Several prefeasibility surveys have been completed or 
are being undertaken to extend connexions into the 
Jand-locked countries of Afghanistan, Laos and Nepal. 


The feasibility surveys for the improvement and 
development of a Regional Telecommunication Net- 
work have been completed in 12 countries of the 
region. Studies have been conducted for the ultimate 
establishment of the Asian Telecommunity. 


With a view to providing adequate, cheap and 
dependable shipping services and to tackling the 
problem of ever-rising freight rates, there is need 
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not only to develop the national merchant marines in 


the ECAFE region by the pooling of shipping capacity’ 


and cargo offering, but also to intensify efforts to 
rationalize the conference shipping services. A 
Working Party on Asian shipping development was 
convened in November 1972. 


Under the Asian Highway Project, in 1972 the 


minimal standard has been established in 92 per cent — 


of all priority routes in the cross-continental network 
in 15 countries, and almost 100 per cent in 11 
countries. A recent meeting of the Asian Highway 
Co-ordinating Committee considered a five-year plan 


of improvement and upgrading costing about US$1.3 — 


billion. 
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CURRENT ECONOMIC DEVELOPMENTS AND POLICIES 
IN THE COUNTRIES OF THE ECAFE REGION 


AFGHANISTAN 


Introduction 


Severe drought conditions beginning in 1970 
persisted throughout 1971 and had unfavourable 
effects on Afghanistan’s economy. The GDP declin- 
ed; agricultural production fell substantially and the 
food deficit soared to half a million tons. Industrial 
production stagnated. As a result, consumer prices 
increased sharply despite a substantial increase in 
commodity aid. Aimed at relief and _ recovery, 
government expenditure was stepped up. With the 
return of more favourable weather conditions agri- 
cultural output is again increasing and the price 
increase has been redressed in 1972. The project 
aid situation, however, remains unsatisfactory and 
the problem of debt servicing has assumed serious 
dimensions. 


The year under review coincided with the end 
of the third plan on 21 March 1972. However, the 
strategy and investment priorities for the fourth plan 
1972-1977 are still being finalized. 


Recent economic developments 


There are no reliable estimates of national 
income, but the trends in major sectors suggest that 
GDP declined during the year 1971/72 (ending 21 


Table IJ-l1. AFGHANISTAN: 


March). As a consequence of the very low level of 
precipitation during 1971, agricultural production fell 
substantially. Wheat output of 1.92 million tons in 
1971/72 was 8 per cent lower than that in 1970/71. 
Compared to 1969/70 the output in 1971/72 was 
down by 0.53 million tons, or 23 per cent. As a 
result, the food deficit reached the half million ton 
mark in 1971/72. Production of cotton declined 
even more sharply from 85,000 tons in 1969/70 to 
76,000 tons in 1970/71 and to 63,000 tons in 1971/72. 
Production of fruits and oilseeds also declined sub- 
stantially. Lack of water, feed and fodder led to 
mass slaughtering of livestock. The severe winter of 
1971/72 resulted in a further reduction of livestock 
numbers. 


Total industrial production declined by about 1 
per cent during 1971/72 as compared with 1970/71. 
Industries which suffered most were cotton ginning, 
woollen textiles and cement. Drought affected the 
first two, while a low level of public investment seems 
to have affected the cement industry. The output of 
cotton textiles, flour-milling and rayon textile showed 
notable increases. Production of electricity increased 
from 395 million kW in 1970/71 to 422.6 million 
kW in 1971/72, or by about 7 per cent. Some 
increase was recorded in the production of natural 
gas which, however, is beginning to reach the capacity 
limits of the existing establishment. Decline in the 


MAJOR ECONOMIC INDICATORS 


(in Af million) 


Government expenditure (in domestic currency) . 


Ordinary 

Developmental 
Government revenue 

Domestic revenue . 

Commodity aid 
Foreign financed developmental “expenditure 
Money supply. 44 ce 
Exports (US$ million) . 
Imports (US$ million) 


Changes in foreign exchange reserves + (US$million) 


General price index (1961/62 = 100) . 


Source: 
* Projected figure. 


Percentage change over 
preceding year 


1969/70 1970/71 1971/72 Satltags oS 

¢ 1970/71 1971/72 
(1) (2) (3) (4) (5) 
6,651.9 - 6,888.4 7,418.8 “Buh 7.7 
ASL MSI a Op 0 G2 9.0 6.7 
1,920.0 1,730.7 1,914.6 —9.5 10.6 
5,561.6 6,399.1 6,870.3 13.8 - 8.6 
5,002.08 | 5/02 an este 12.2 Zoek 
479.0 627.0 1,047.4 30.9 67.0 
1,912.0 1,249.0 1,554.6 —40.0 24.0 
7,061.0 7,529.0 7,843.0 6.6 4.2 
82.1 85.7 97.2 2.0 14.0 

ie ate Fre Paeke 7,0" 
SB! 33.2 51.6 0.1 55.4 
nee Ane ie 32.0 14.0 


Survey of Progress 1972, Ministry of Planning. 


116 Part Two. Current Economie Developments and Policies 


industrial sector affected the production of coal, which 
was considerably lower than the preceding year; as 
a result, total mineral production declined by 10 
per cent. 


Public activities in the industrial sector were 
concentrated on the completion of existing projects 
and exploitation of natural gas. The urea plant in 
Mazar-i-Sharif is one of the major projects in the 
public sector and is expected to be completed by 
the end of 1973. More natural gas has been dis- 
covered and the Government is concerned with 
expanding its exploitation with a view to meeting 
the export target of 4 billion m‘. However, the 
development activity in the public sector is limited. 
Neither the size of public investment nor the level 
of preduction of public enterprises changed much 
during 1971/72. Mismanagement and under-utiliza- 
tion of capacity in the public enterprises are among 
the key problems still facing the Government. In 
the private sector, both investment and production 
seem to have increased during 1971/72 when 32 new 
industrial projects with an approximate investment 
of Afs one billion were approved by the Investment 
Committee. 


Development activities in other sectors of the 
economy were subdued. The communication sector 
which absorbed a considerable amount of investment 
during the first and second plan periods, but were 
scaled down in the third, accounted for a small share 
of total investments during 1971/72. 


Employment in the industrial sector has not 
increased during the last five years; the number of 
employed persons in 1971/72 was even lower than in 
1967/68. The current programmes of industrial and 
agricultural development do not suffice to ameliorate 
the, problem of unemployment which is being aggra- 
vated by the rapidly increasing labour force. 


Total government expenditure in 1971/72 was 
higher than in 1970/71 by 7.7 per cent. About 
one-third of this increase was for development pur- 
poses; the rest was for debt servicing and export 
subsidies. Government current expenditure, excluding 
debt servicing and export subsidies thus remained at 
the preceding year’s level. Development programmes 
in agriculture, including irrigation, social services, 
and transport and communication were the main 
beneficiaries of development expenditure which in- 
creased by about 10.6 per cent in 1971/72 over the 
preceding year. The increase in government outlay 
was financed mostly by foreign commodity aid, which 
increased substantially, ic. by 67 per cent over the 
preceding year. Domestic revenue increased only by 
about 2 per cent. As a result, deficit financing was 
kept almost at the preceding year’s level. Develop- 
ment expenditure (abroad) financed from foreign 


assistance increased by about 24 per cent but remained | 
at a low level as compared with the years before: 
1969/70. 


Export earnings increased from $85.7 million iné 
1970/71 to $97.2 million in 1971/72, or by 14 per 
cent, as compared to about 2 per cent in the preceding” 
year. This notable increase was made possible by a’ 
sharp rise in exports of raw cotton from the earlier 
years’ stocks and of karakul due to mass slaughtering: 
in the face of water and fodder shortages. Favourable 
world prices, particularly for the latter, also boosted! 
export earnings. Export of natural gas, which was 
the main factor responsible for the moderate increase 
in export earnings last year, did not record any. 
significant increase during the period under review. 
Exports of dried fruits and nuts declined significantly. 
Commercial imports increased moderately. As a re- 
sult, the balance of payments showed a surplus of 
$15.4 million in contrast with a deficit of $9.9 million 
in 1970/71 and $9.0 million in 1969/70. Foreign 
exchange reserves increased from $33.2 million i 
1970/71 to $51.6 million in 1971/72, that is, by 55. 
per cent. Debt servicing was estimated at around 
$26 million, which is about 27 per cent of export 
earning. Debt servicing accounted for about 20 per 
cent of the budgetary provision in 1971/72. 

The money supply at the end of 1971/72 
Af 7,843.0 million as against Af 7,529.0 million ir 
1970/71, which meant an increase of about 4.2 p er 
cent. Most of the increase was in the form off 
currency in circulation. The general price index 
(1961/62=100) in 1971/72 showed an increase of 
about 14 per cent as compared with an increase oF 
32 per cent in 1970/71 over 1969/70. In fact, 
general price index in the last quarter of 1971/ 
(January to March, 1972) stood at 306 and was 
much lower than the corresponding figure of 323. 
for 1970/71. This is the same pattern of cost-of* 
living development that the country experienced im 
earlier drought situations (1967/68, for instance). 


The year under review coincides with the end 
of the third five-year plan, 1967-1972. The lates! 
estimates indicate that per capita income has stagnated! 
over the plan period: the GNP is estimated to have 
increased by 11.2 per cent as against a growth of 
population of about 11-12 per cent. To a large exten 
this was the result of the two years of unprecedente 
drought which led to a sharp decline in the pro 
duction of wheat, cotton and livestock during the last 
two years of the plan. Further, public investment 
was only about 80 per cent of the scaled-down revis 
targets. In fact, the total public investment 
considerably lower than that achieved during th 
second plan period. Private investment, however, wae 
much higher than during the second plan period 


stim Lack of domestic saving and of official sanction for 
‘ity plan implementation seem to have been responsible 
for the shortfall of public investment. Drought and 
_ low public investment led to the stagnation of indus- 
trial production in general. Although over the plan 
__ period, the basic balance of payments showed a 
_ marginal surplus, foreign debt servicing increased 
i) sharply. Debt servicing requirements have grown an- 
Sq aually by about 35 per cent during the plan period. 
| With the declining inflow of project aid, the problem 
i of debt servicing has assumed alarming proportions. 


& Major policy changes 


During 1971/72, the Government’s main concerns 
mm were the relief and recovery programmes aimed at 
| removing the effects of drought, and measures to solve 
; the mounting debt servicing problem. 


With a view to mitigating famine conditions in 
is} some critical areas of the country, the Government 
® resorted to substantial imports of foodgrains amount- 
i ing to 200,000 tons, which was about three times the 
_ average imports during the last few years. Other 
f Measures adopted were: the distribution of wheat in 
= _ the form of grants, distribution of wheat at controlled 
prices, and “food-for-work” programmes. During 
1971/72, the Government also strengthened the new 
agricultural programme for raising wheat production. 
The major elements of the programme are the exten- 
sive distribution of fertilizer and improved seed. 
Nearly 62,000 tons of fertilizers were made available 
to farmers during the agricultural year 1971/72. 
This programme also includes provision of extension 
_ services, use of water pumps, machinery and tools, 
“food-for-work” programmes employing local labour 
in agriculture and other development projects with 
Wages paid in terms of wheat. As a result of this 
programme and, in particular, of the better weather 
conditions, the production of wheat has increased in 
1972. This had an effect on wheat prices, which 
came down from about Af 80 per seer (7 kilograms) 
in 1971 to Af 45 during the third quarter of 1972. 
The continuance of the programme during 1972/73 
and beyond, however, is constrained by the avail- 
| _ ability of financial resources for obtaining fertilizer, 
_ for which efforts are currently being made. Hope- 
fully, the completion of the urea plant by the end of 
1973 in Mazar-i-Sharif with an annual capacity of 
105,000 tons will help to support the new agricultural 
® production programme. 


i A special programme for increasing the produc- 
i tion of cotton—an important commodity for export 
as well as for the growing domestic textile industry— 
includes an increase in the prices received by pro- 
ducers and exporters, improvement in methods of 


cotton cultivation, greater use of modern inputs, and 
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improvement in ginning and marketing practices. In 
1971/72, prices for cotton producers were raised by 
11 per cent and the rate of barter currency changed 


from Af 48 to Af 52 per US$1. 


In the field of agricultural credit, the Agricultural 
Development Bank increased its activities and the 
amount of credit extended to farmers in 1971/72 was 
four times larger than in 1970/71; its level is still 
very low, however. 


The Government’s long-term objective in the field 
of agriculture is to make the country self-sufficient in 
wheat by the end of the fourth plan period in 1977, 
Considering the very high transport costs for cereal 
imports and exports, self-sufficiency is an economically 
reasonable target. In recognition of the critical 
importance of irrigation for rapid growth in agricul- 
tural production in general and for achieving self- 
sufficiency in wheat and preserving livestock in 
particular, the year under review witnessed an accele- 
ration of construction work on the major irrigation 
projects, viz., Nangarhar, Sardeh, Parwan and Hel- 
mand, 


Besides expanding the exploitation of natural 
gas and concentrating on the completion of the 
fertilizer factory, public sector activities have been 
directed to the rapid development of electricity which 
has claimed a major share in the Government’s 
investment. An agreement signed in January 1972, 
involves the USSR’s participation in the expansion 
of natural gas production and refinery installation in 
northern Afghanistan. The activities of the private 
sector will be further facilitated by the establishment 
of the proposed Industrial Development Bank. It is 
hoped that the Bank will fill the existing gap in the 
provision of credit for the working capital require- 
ments of this sector, — 


Certain steps have been initiated for solving the 
problem of debt servicing. Recently an agreement 
with the USSR has been signed, postponing the repay- 
ment of US$30 million due during the next five years 
and thus reducing the repayment liability to the 
USSR by 22 per cent. The Government has also 
requested other major creditors to reschedule debt 
repayments, with favourable results. 


Problems and prospects 


The severe winter of 1971/72, although aggrava- 
ting the critical economic situation by adversely 
affecting livestock and delaying the distribution of 
emergency supplies, yet helped to replenish the ex- 
hausted water supplies. Indeed, floods and earth- 
quakes have overshadowed the breaking of the drought 
conditions. The immediate prospects of the economy 
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are not clear, but agricultural production is expected 
to increase owing to better weather conditions and 
to the agricultural development programmes initiated 
during 1971/72 and earlier. The favourable effects 
of improved agricultural prodution on industry will, 
however, take some time to materialize. Output of 
industries not depending upon agricultural raw ma- 
terials is likely to increase following the increase in 
public development outlays. 


The foreign exchange position was easy during 
1971/72, but this is not likely to be the case through 
1972/73. While an assessment of the actual impact 
of drought on exportable commodities is difficult, 
according to some preliminary estimates it is feared 
that the balance of payments will show a deficit of 
around $19 million in 1972/73 in contrast to the 
surplus of $15.4 million recorded during 1971/72. 
This deficit is likely to be the outcome of a decline 
in traditional exports, an expected increase in com- 
mercial imports, high prices for imported sugar, and 
sharply increasing debt servicing liabilities. An in- 
dicator of this trend is the decline in the reserves 
of Da Afghanistan Bank (The Central Bank of 
Afghanistan) by $15 million in the first six months 
of 1972/73. With the expected deficit, the reserves 
of the Central Bank will decrease further. 


. The exceptional flow of commodity aid in 
1971/72 was mainly for relief purposes and is not 
likely to be repeated. The prospects of project aid 
are not very bright, either, although net project aid 
in 1971/72 was slightly higher than in 1970/71 due 
mainly to the debt rescheduling agreement with the 


USSR. 


Total government expenditure is likely to increase 
during the next year, The rescheduling of debt to 
the USSR will permit an increase of investment in 
line with the Government’s new development pro- 
grammes. The price situation may not cause much 
concern during the coming year. 


The major problems facing Afghanistan, besides 
those created by drought, include smallness of domes- 
tic savings, both public and private, a low level of 
both public current and development expenditure, 
insufficient public revenue, inefficient and underutilized 
public enterprises, mounting debt servicing liabilities, 
a deteriorating balance of payments situation and 
increasing unemployment. Some of the long-term 
problems should be tackled in the long-term develop- 
ment strategy under the forthcoming fourth plan 
(1972-1977). Pending the adoption of the plan, there 
would seem to be certain obvious policy requirements. 


Thus, reorganization of the tax structure to 
increase efficiency in collection of existing taxes and 
to mobilize additional resources through new tax 
measures, is a matter of urgency; land tax is one of 


the important potential sources of revenue. Mea-. 
sures aiming at better utilization of existing installed 
capacity in industry rather than at creating new 
capacity are needed. Modification of the existing 
price policies for public enterprises, particularly re- 
moving the subsidy elements and emphasizing a 
reasonable return on public investment will go some 
of the way towards improving the efficiency of public 
enterprises. In regard to the balance of payments, — 
export promotion, restraint of imports and _ resche- 
duling of foreign debts are the three major policy 
issues needing urgent consideration. While efforts — 
aimed at debt rescheduling have already been taken, | 
export promotion through changes in price and ex- — 
change rate policies, and corresponding measures on © 
the production side require urgent consideration. 
The increase in the producers’ prices of cotton by 
11 per cent and the 8 per cent increase in the effective 
exchange rate at export of cotton have had beneficial 
effects. Continuation of this policy for cotten and 
its extension to other export commodities is likely to 
be beneficial. Export taxes and import tariffs should 
be revised so as to encourage exports and limit 
imports in harmony with the industrial development — 
policy; such revisions should be fully integrated with © 
a badly needed overhaul of the present multiple rate 
system. 


From a longer-term perspective, the economic — 
policy outlook of the Government needs reorganiza-— 
tion. In view of the existing problems and mounting 
unemployment and mass poverty, it is imperative that 
the fourth plan, based on a pragmatic strategy of 
development, be finalized. The basic objectives of the 
plan should be growth with social justice and financial = 
stability. This, in turn, requires that high priority 
be accorded to agricultural development, land redis- 
tribution and public works programmes for improving 
local irrigation facilities and local transportation; 
adoption of quick-yielding projects and a simulianeous * 
emphasis on export promotion and import substitution — 
to strengthen the balance of payments position, — 
preferably through consideration of an appropriate 
exchange rate policy. A major part of the required — 
developmental effort should be financed from the 
mobilization of domestic resources. = 
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of the existing tax structure and additional taxation, 
supplemented by efficient running of the state-owned 
enterprises should form the basic elements for the 
domestic resorrce mobilization effort. 


AUSTRALIA 


Introduction 


During 1972, the Australian economy experienced 
inflation at the rate of about 6 per cent per annum, 
principally as a result of wage-push pressures. 
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the same time, unemployment grew to more than 
2.5 per cent of the civilian labour force. A con- 
tinuing, very large inflow of capital lifted international 
reserves to the equivalent of well over a year’s imports. 
Despite a substantial growth in domestic liquidity, 
consumer and investment expenditure remained slug- 
gish. Table II-2 indicates the major economic 
indicators. 


The federal government’s policy of demand 
restraint was gradually abandoned during the year, 
in favour of tax reductions, increases in social security 
benefits, and additional grants and loans to the state 
governments. 


The federal election of December 1972 brought 
a change of government. The first policy decisions 
of the new government included a further reduction 
in the immigration target and appreciation of the 
exchange value of the Australian dollar by 7.05 per 
cent. 


During 1973, three basic issues confronting the 
country will be: 


(i) whether a more permissive attitude towards 
wage increases can be reconciled with reductions in 
inflation and unemployment, 


(iz) whether a national policy for the location 
of future growth of population and industry can be 


fully pursued, and 


(iii) the formulation of a consistent set of 
principles as a basis for policies for the maintenance 
of competition and the distribution of income. 


Recent economic developments 


(a) Wages and prices 


Although inflation continued unabated into 1972, 
there were signs that the pressure of wage increases 


Table IJ-2. AUSTRALIA: 


was slackening. During the twelve months to the 
June quarter of 1971, the consumer price index had 
risen by 5.4 per cent, the index of minimum wage 
rates for adult males by 11.5 per cent, and average 
weekly earnings per employed male unit by 13.5 per 
cent. The corresponding increases to the June quar- 
ter of 1972 were 6.1 per cent, 9.1 per cent and 8.0 
per cent. 


In 1972, as in 1971, the fastest rises in consumer 
prices occurred in the housing group and in the 
miscellaneous group (which covers motoring, beer, 
cigarettes and various services). 


(6) Employment 


On a seasonally adjusted basis, unemployment 
rose almost continuously during 1970, 1971] and most 
of 1972. By August 1972, the adjusted total of 
unemployed represented 2.5 per cent of the labour 
force, as compared with 1.4 per cent in February 
1970. Late in 1972, unemployment appeared to have 
reached its peak and to be tending slightly downwards. 


Work stoppages arising from industrial disputes 
tend to be inversely correlated with the level of un- 
employment. The number of disputes in Australia 
reached a peak in 1970 and declined by 12 per cent 
in 1971, although the latter year saw an increase of 
28 per cent in the number of man-days lost. In the 
first nine months of 1972 the number of disputes was 
7.5 per cent lower than in the corresponding period 
of 1971, and the loss of working days fell by 37 
per cent. 


(c) Expenditure and production 


While gross domestic product in the September 
quarter of 1972, measured at current prices, was 10 
per cent higher than a year earlier, consumer expendi- 
ture rose by 9 per cent and private fixed capital 


MAJOR ECONOMIC INDICATORS 


(in million Australian dollars) 


1970/71 1971/72 


At current prices Percentage increase at 


Current Constant 
prices prices 
ross domestic product . 33,107 36,508 10.3 3.2 
a farm eae 5 2,011 2,182 8.5 6.2 
Gross non-farm product . 31,096 34,326 10.4 2.9 
Exports of goods and services 5,055 5,642 11.6 8.6 
Imports of goods and services 5,122 5,228 2.1 —2.1 
International reserves* ars 2,309 3,761 62.9 — 
Personal consumption expenditure . 195257 21 Aaa 9.8 3.4 
Government current expenditure 4,258 4,831 13.5 2.0 
Gross fixed capital expenditure. . - 8,724 9,372 74 0.7 
Consumer price index (base 1966/67)” 117.2 124.4 6.1 — 


Source: Publications of Commonwealth Bureau of Census and Statistics. 


= At end of June. 


» For April-June quarter, 1971 and 1972. 
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expenditure actually fell by more than 4 per cent. 
The most notable development in consumer expendi- 
ture was a large decline over the year in the purchase 
of motor vehicles, which, in the September quarter, 
was 9 per cent below the level of a year earlier. In 
contrast to the trend of other components of capital 
expenditure, private investment in new dwellings rose 
steeply during the year, to show an increase of 18 
per cent between the two September quarters. 


Measured at constant prices, consumer expendi- 
ture grew between the September quarters of 1971 
and 1972 by a little over 3 per cent, while government 
current expenditure remained stable and total fixed 
capital expenditure declined by 7 per cent. 


The personal sector’s propensity to consume 
remained below the average of the 1960s. Consumer 
expenditure was about 88 per cent of personal 
disposable income in both 1970/71 and 1971/72. 
The preliminary figures for the September quarter of 
1972 suggested a further decline. 


Along with the fall in the propensity to consume 
in the private sector, there was a marked increase in 
the liquidity of that sector. Between October 1971 
and October 1972, depositors’ balances with the major 
trading banks rose by 23 per cent, and savings bank 
deposits by 13.5 per cent. The increase in trading 
bank deposits was especially rapid during the second 
half of 1972. There was relatively little growth 
during 1972 in balances owed to instalment credit 
companies and retail stores. 


Non-farm gross domestic product at constant 
prices was about 2.9 per cent higher in 1971/72 than 
in 1970/71. With an increase of 1.4 per cent in the 
average number of persons at work in industries other 
than agriculture, the increase in labour productivity 
was about 1.5 per cent. Preliminary estimates for 
the September quarter of 1972 did not suggest any 
substantial improvement on this performance. 


(d) Foreign trade and payments 


Between 1970/71 and 1971/72, Australian mer- 
chandise exports increased by about 10 per cent in 
volume and 12 per cent in value. The volume of 
imports fell by 7 per cent, but with rising prices the 
total value remained unchanged. Imports of mer- 
chandise were equal to 11.4 per cent of gross domestic 
expenditure in 1970/71 and 10.5 per cent in 1971/72. 
In 1971/72, the Australian merchandise trading 
surplus reached an unprecedented A$939 million. In 
the first five months of 1972/73 it was about A$760 
million. 


Part Two. Current Economic Developments and Policies 


The largest increases in the value of exports in 
1971/72 occurred (in order of size) in beef and veal, 
sugar, coal, wool, alumina, mutton and lamb, and 
motor vehicles and parts. Exports of wheat and flour 
fell, but this decline was more than balanced by 
increases in barley and sorghum. A very substantial 
rise in wool and sugar prices during 1972 offered the 
prospect of further large increases in export revenue 
from these commodities. The outlook for beef exports 
was greatly improved by the decision of the United 
States Government, in June 1972, to remove meat 
import restrictions for the remainder of the year. 


The shift of Australian export trade from Europe 
to Asia continued during 1971/72. The largest pro- 
portionate growth occurred in exports to Japan and 
Indonesia. There was a further substantial fall in 
exports to China, large contracts for iron and steel, 
alumina, wool and tallow being insufficient to offset 
the cessation of Chinese purchases of Australian wheat. 
There were significant increases in imports from 
Japan, New Zealand, Switzerland and China, and 
large reductions in imports from North America and 
the United Kingdom. Imports from Indonesia con- 
tinued to fall, with the further replacement of im- 
ported petroleum with Australian production. 


Net invisibles (mainly property income and 
transportation) remained negative and large in 
1971/72 at almost 30 per cent of the value of 
merchandise exports. However, as a result of the 
increased trading surplus, the balance of payments 
deficit on current account fell from A$844 million in 
1970/71 to A$434 million in 1971/72. In the June 
and September quarters of 1972 there were current 
account surpluses of A$45 million and A$90 million. 


The net apparent capital inflow increased from 
A$800 million in 1969/70 to nearly A$1,880 million 
in 1971/72. In the latter year there was a large 
increase in the unidentified component, and the pro- 
portion attributed to portfolio investment and institu- 
tional loans also rose substantially. The capital 
inflow continued at an even higher rate in the 
September quarter of 1972. By the end of October, 
the international reserves held by official institutions 
and the banking system had grown to A$4,541 million. 
This represented an increase of 71 per cent since 
October 1971, and it lifted the reserves to the equi- 
valent of about 15 months’ merchandise imports, 


Policy developments 


(a) Economic stabilization 


During the second half of the 1960s, consumer 
prices in Australia rose at a fairly steady rate of 
about 3 per cent per annum. At the same time, 
unemployment, measured on a seasonally adjusted 


Australia 
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basis, remained below 1.5 per cent of the civilian 
labour force. The consumer price index began to 
rise at an accelerating rate about the end of 1969. 
Unemployment increased fairly continuously after 
April 1970, and passed the 1.5 per cent level in the 
middle of 1971. 


The federal government budget for 1971/72, 
which was presented in August 1971, tried to contain 
the inflation by measures designed to reduce the scope 
for private expenditure; e.g. increases in the rates of 
personal income tax, company tax, and tobacco and 
fuel duties, and in postal and telephone charges. 


The policy of demand restraint was gradually 
reversed over the succeeding twelve months. In 
December 1971, the federal government introduced 
a system of monthly grants to the state governments 
for the purpose of creating employment in rural areas. 
In February 1972, the federal government announced 
increases in the weekly rates of unemployment benefit 
and the restoration of the income tax investment 
allowance on new manufacturing plant and equipment 
(which had been suspended in February 1971 as an 
anti-inflationary measure). A further set of expan- 
sionary measures, introduced in April 1972, included 
a uniform reduction of almost 2.5 per cent in the 
rates of personal income tax and increases in social 
security pensions. In June, the federal government 
agreed to provide further and much larger increases 
in grants and loan funds for the state governments, 
including additional money for non-metropolitan un- 
employment relief. 


The 1972/73 budget provided for a reduction in 
personal income tax rates by an average of 10 per 
cent, and for a substantially higher exemption thres- 
hold for small incomes and larger allowances for 
dependants. There were further increases in social 
security pensions and allowances. The means test for 
age, invalid and widow pensions was relaxed, and 
an undertaking was given that it would be abolished 
for residents aged 65 and over, within three years. 


(b) Immigration 


Between the censuses of 1966 and 1971, the 
Australian population grew at an average rate of 
1.87 per cent per annum, of which a little less than 
half was due to net immigration, In May 1971, the 
federal government reduced the target for gross 
arrivals of new settlers from 170,000 persons to 
140,000. The actual number of new settlers arriving 
in 1971/72 was 133,000. Statistics of arrivals from 
overseas in the September quarter of 1972 suggested 
a continued decline in immigration, especially among 
assisted settlers. The Government decided in Decem- 
ber 1972 to reduce the immigrant target for 1972/73 
to 110,000 because of the shortage of jobs. 


(ce) Tariff protection 


In April 1971, the Government announced that 
the Tariff Board, an advisory body, would begin a 
systematic general review of the level of protection 
by investigating the tariffs on machinery and metal 
manufactures. During 1972, the resources of the 
Board were augmented to enable it to complete by 
1978 its review of the more highly protected sections 
of the manufacturing industries. In December 1971, 
the Government had reconsidered its policy on the 
highly protected motor vehicle manufacturing indus- 
tries. It decided that, in 1974, the Tariff Board 
would examine the question of appropriate customs 
duties on imported passenger cars and components. 
The Tariff Board’s report on shipbuilding was re- 
leased in May 1972. It recommended immediate 
removal of all import controls on new and second- 
hand vessels and a progressive reduction of the 
subsidy on domestic production to a level of 25 per 
cent of production costs. The Government endorsed 
the principle of a gradual slowing down of support 
for the industry but postponed to 1980 the reduction 
of the subsidy. In December 1972, the responsibility 
for the Board’s activities was transferred from the 
Minister for Trade and Industry to the Prime Minister. 


(d) Exchange transaction 


When the United States dollar and the Japanese 
yen were allowed to float in August 1971, the 
Government decided to maintain the existing relation- 
ship of the Australian dollar with the United Kingdom 
pound. After the devaluation of the United States 
dollar by 7.89 per cent and the appreciation of the 
yen and the German mark in December 1971, the 
Government decided in effect to devalue the Australian 
dollar by 2.25 per cent without altering the Australian 
gold parity, by holding the Australian dollar at the 
lower limit of the band around parity recently 
approved by the International Monetary Fund. 


With the inflation running at over 6 per cent 
during 1971/72 and international reserves increasing 
rapidly, the decision was taken, on 23 December 1972, 
to revalue the Australian dollar by 7.05 per cent by 
raising the gold parity by 4.85 per cent. 


In September 1972, the Government introduced 
some limited controls over the inflow of foreign 
capital, mainly by requiring. that loans from overseas 
be for a fixed term of not less than two years. After 
exchange appreciation, the new Government decided 
that a quarter of all money borrowed privately in 
this way should be compulsorily held by the Reserve 
Bank, without interest. 


In July 1972, the Government completed negotia- 
tions to make a public issue of yen-denominated bonds 
in Tokyo to a total of about A$27 million. 
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Emerging problems and prospects 


(a) Inflation and unemployment 


The most difficult problem facing Australia in 
1973 is the simultaneous attainment of acceptable 
degrees of full employment and price stability. The 
task was made more difficult by the decision of the 
United Kingdom to join the European Economic 
Community. However, towards the end of 1972 
there were signs of a slight easing of unemployment 
and of the rate of inflation. A difficult problem will 
be the reconciliation of the pressure for higher pay 
and shorter hours of work. with the need to maintain 
the optimum level of prices, employment and economic 


growth. 


(6) Urban and regional growth 


During 1972, there was a remarkable develop- 
ment of public interest in urban problems and policies. 
Concern was expressed at the growing concentration 
of the population in the five largest cities, which 
contained more than 69 per cent of the Australian 
population. There was a need for a national strategy 
for the location of future growth of population and 
industries. In September 1972, the federal Govern- 
ment announced the establishment of a National Urban 
and Regional Development Authority for planning 
new cities in the metropolitan and provincial areas, 
in consultation with the state governments. 


(c) Equity and efficiency 


The new Restrictive Trade Practices Act came 
into force in February 1972. It is anticipated that, 
during 1973, important decisions will be taken on 
legislative control of company take-overs, monopoliza- 
tion, and price-fixing by professional and industrial 
associations. 


Part Two. 


Current Economic Developments and Policies 


In August 1972, the Government commissioned 


a national enquiry into the incidence and causes of © 


poverty and the effectiveness of the existing methods 
of relief. A committee was also set up to review the 
taxation system. Both the Government and _ the 
opposition have undertaken to abolish the means test 
for age pensions. In addition, the new Government 
made commitments in regard to a new national health 
service, and greater financial support for education. 
Thus, major changes were in prospect in distributional 
policies. 


BRITISH SOLOMON ISLANDS 


Introduction 


A major feature of the economy in 1971 was 
the sharp rise in both exports and imports, but as 
imports rose faster the trade deficit reached its highest 
level since 1966. Production and exports of copra 
and timber increased and the newly established fishing 
industry made a welcome and substantial contribution 
to export earnings. Government expenditure for 
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current and capital development purposes also in- | 


creased significantly; and, though revenue was also 
higher, there continued to be a large over-all deficit 
that had to be financed by grants-in-aid and capital 
grants from abroad. In 1972, however, low copra 
prices have been discouraging to producers and output 
has also been seriously affected by hurricane damage. 
The timber industry as well as the implementation of 
various development projects also received a setback 


from this cause. 


Rising internal prices, transport difficulties, the 
shortage of skilled personnel and domestic savings 
for current as well as development expenditure remain 
basic problems. 


Table II-3. British SoLtomon IsLanps : SELECTED ECONOMIC INDICATORS 
(in million Australian dollars) 


1969 
GDP (monetary sector — current prices) 13.3 
Gross subsistence product a a 123 
Total GDP per capita (A$). . . .« 161 
Exports hg = tate ene 65 
Tmipests’ >. (SR, | a) OS ee 8.5 
Retail prices* 
1970 4th quarter — 100... . _ 
1960 4th quarter = 100 . 128.5 


Source: Statistical office, Honiara. 


* Indices are for fourth quarter of year indicated. 
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Percentage change over previous year 


1970 1971 

1969 1970 1971 

152 <i 6.8 14.2 ae 

13.2 2 7.1 73 sa 
175 Hee 45 8.7 ee 
7.1 9.3 16.6 9.9 30.3 
10.0 13.9 —7.1 73 383 
100 106.8 _— _— 6.8 
135.7 _ 5.2 5.6 _ 


ding ww. 


+S OUT IS 


oT Re nea xe 


Rages sys 8 


Be PRESTR RITTS 


a Lottie 


olicies | 
sloned | 
6 of 
lhods | 
the 
1 the |) 
18 test 

nment | 
health | 
ation, | 
tional 


British Solomon Islands Protectorate 


123 


Recent economic developments 


(a) Production 


Agricultural production consists of subsistence 
crops for domestic consumption and export crops of 
which copra and timber are the most important. 
Some cocoa is also produced for export and rice for 
local consumption as well as for export. Copra 
production was 26,192 tons in 1971, an increase of 
8.1 per cent over the 1970 production. Output of 
copra in 1972 is likely to be substantially less because 
of severe hurricane damage in mid-1971, continuing 
low export prices and low returns to producers 
resulting from high transport and collection costs. 
To improve producers’ returns the specific copra 
export duty of A$7 per ton was removed at the end 
of 1971, though the ad valorem export duty of 10 
per cent was retained. In order to reduce transport 
and collection costs, the Government is pressing ahead 
with a scheme to establish further central buying 
points for copra at prices fixed by the Copra Board. 
This is a part of the more comprehensive programme 
to make substantial improvements in copra marketing 
arrangements. Timber production has continued to 
increase steadily in recent years, but the rate of 
increase has slackened. Output of timber was 8.3 
million cubic feet in 1970 and estimated at 9.0 million 
cubic feet for 1971. 


Another important development in the primary 
sector has been the initial establishment of an oil 
palm project in Guadalcanal with foreign assistance. 
Exports of palm oil are however not likely before 


1975. 


Efforts are also being made to establish a beef 
cattle industry in conjunction with coconut production 
so as to substitute for substantial imports of fresh 
beef. The 5 per cent duty on imported meat imposed 
at the end of 1971 was an indication of the Govern- 
ment’s desire to encourage the industry locally. As 
a next step the establishment of a canning plant is 
proposed. 


(b) External trade and payments 


In 1971 the value of exports rose by over 30 
per cent to reach A$9.3 million compared with A$7.1 
million in 1970. Copra exports went up by about 
25 per cent in terms of volume but lower prices 
meant that the increase in value was only about 5 
per cent. Timber exports rose by 14.2 per cent in 
volume and 15.6 per cent in value. A major develop- 
ment was the export of tuna fish which amounted to 
A$1,237,000 in 1971 making fish the third most 
important export product. The value of imports 
increased sharply by over 38 per cent, though imports 
in 1971 included vessels valued at A$2.3 million for 


the newiy established fishing industry. As a result 
the trade deficit widened. On the basis of statistics 
for the first six months of 1972 imports are likely 
to exceed those for 1971. In the case of exports, 
though receipts from copra and timber may not 
reach the 1971 levels, exports of fish are likely to 
compensate for a possible shortfall. 


The growth in exports of fish to Japan is 
reflected in an increase in the proportion of the 
country’s exports taken by Japan from about 52 
per cent in 1970 to about 58 per cent in 1971. 
Australia and Western Europe are the other main 
export destinations. Imports from Japan in 1971 
increased to around 38 per cent of total imports, 
though this is not likely to have been sustained in 
1972 because the 1971 position was markedly affected 
by the import from Japan of vessels, machinery and 
equipment for the new fishing project. Australia is 
the main source of imports providing about 44 per 
cent in 1970 and 35 per cent in 1971. The other 
main import source is the United Kingdom. 


Little information is available on receipts and 
payments on invisible account. Recurrent grants by 
the United Kingdom are the main invisible receipts. 
The deficit on current account in 1970 is estimated 
at A$1.6 million, which was offset by capital grants 
for development projects by the United Kingdom 
amounting to A$2.3 million. 


(c) Public finance 


Total government expenditures have been rising 
quite sharply in recent years and a further increase 
of 20 per cent was budgeted for in 1972. The main 
factor in the sharp increase is the growth of capital 
expenditures, which have more than doubled from 
A$2.42 million in 1970 to an estimated A$5.85 million 
in 1972. These largely reflect the requirements for 
the implementation of the sixth development plan, 
1971-1973. 


Domestic revenue, although increasing, has usual- 
ly financed less than 50 per cent of the total expendi- 
ture, the deficit as noted earlier being made up by 
current grants-in-aid and capital grants from abroad. 
In 1972 the grant for current expenditure is expected 
to be about A$1.7 million and for capital expenditure 
A$5.8 million. Local revenue comprises mainly im- 
port duties, export duties on copra and some other 
products, timber levies and royalties and sale of 
stamps. Income tax is expected to provide only 
about 10 per cent of local revenue in 1972. Taxation 
changes in 1972 included the abolition of the specific 
export duty of A$7 per ton on copra, the imposition 
of a 5 per cent. tariff on meat, and increases in tariffs 
and excise of duties on beer, spirits, tobacco and 
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cigarettes. Total estimated domestic revenue for 1972 
was A$5.8 million. 


(d) Prices, wages and employment 


Retail prices as measured by the “local consump- 
tion” index rose by 35.7 per cent in the ten years 
1960-1970, more than half of this increase occurring 
in the last three years of the decade. In 1971 prices 
rose by a further 6.8 per cent. The index for the 
third quarter of 1972 was however only 2.2 per cent 
above that for the fourth quarter of 1971. Rising 
import prices have been the principal cause for this 
increase, as most foodstuffs and consumer goods are 
imported, 


There is no index of wages, but it is reported 
that these have tended to rise in recent years though 
wide differences are noted in ruling rates. A 
minimum rate of A$19,80 per month for a 45 hour 
week for certain categories of workers, in particular 
those in household, hotel and restaurant service in 
Honiara, came into force on 1 January 1972 on the 
recommendation of the Wages Advisory Board. 


The British Solomons Islands have been facing 
a continuing shortage of skilled labour in many fields. 
Though efforts are being made to improve the supply 
of skilled Solomon Islanders through education and 
technical training, reliance is placed on skilled workers 
from other Pacific countries particularly in construc- 
tion and forestry works. Efforts are also being made 
to train personnel for government service where vir- 
tually all senior positions are now held by expatriates. 


Current policy issues 


The sixth development plan became effective from 
the middle of 1971 and now provides a framework 
within which most economic polivy issues may be 
considered, Procedures for an annual review of plan 
implementation are an important aspect of planning. 
The first such review held early in 1972 led to some 
readjustments in the allocation of funds in the plan 
period, though total estimated expenditure remains 
unchanged. The major change has been in the 
allocation to commerce and industry (including copra 
marketing) which has been raised to A$1.72 million 
as against the original provision of A$1.2 million. 
Compensating smaller provision is made for economic 
infrastructure, education and health services. The 


results of the second annual review are expected by 
March 1973. 


Problems and prospects 


Current policy lays more stress on diversification 
of the economy and reduced dependence on imports 
for consumer goods. The expansion of copra output 
from the present level of around 25,090 tons a year 


Part Two. 


Current Economic Developments and Policies 


to 46,000 tons in 1980 is one of the principal agricul- 
tural targets. 
copra in the different islands of the Protectorate 
implies a need for substantial improvements in ship- 
ping and marketing facilities; uncertain external prices 
for copra may limit the profitability of the investment 
in copra production. In contrast, palm oil develop- 
ment has shown encouraging progress and may well 
offer an important avenue of diversification for the 
economy, 


In the mining sector, the earlier hopes of 
developing bauxite mining and subsequently an 
alumina plant have received a setback with the 
deferment of negotiations with a foreign company for 
a year, 


On a more general plane, one of the major 
problems is to mobilize more domestic resources for 
development. However, those resources are likely to 
be generated on a larger scale when the economy has 
developed beyond its present state. 

BURMA 


Introduction 


The gross domestic product of Burma increased 


by 3.1 per cent in 1971/72 as compared with 54 — 
The lower growth in 1971/72 ~ 
was primarily due to the setback in agricultural output - 
which increased in that year by a mere 1.3 per cent — 
Export | 
prices of rice which declined further in 1970/71 — 
rallied somewhat in 1971/72 but the effect on export — 
earnings was offset by a decline in the volume of ~ 
On the other hand, import prices continued — 
to rise, particularly after the exchange rates realign- — 
Some import control was imposed to bring © 


per cent in 1970/71. 


compared with 6.8 per cent in 1970/71. 


exports. 


ment. 
payments into balance in 1971/72. Fiscal year 
1971/72 (1 October—30 September) saw the begin- 
ning of the first four-year plan (1971/72-1974/75), 
the implementation of the co-operative scheme of 1970 
and the reorganization of government machinery. 


Current economic developments 


(a) National product 


Burma’s gross domestic product (in constant 
1969/70 prices) rose from K 9,991 million in 1969/70 


to K 10,527 million in 1970/71, or by 5.4 per cent. 
and further to K 10,855 million in 1971/72, or by © 
3.1 per cent. Agricultural output which accounts for _ 
27 per cent of total national output increased by only 
13 per cent in 1971/72 against 6.8 per cent in 


The scattered nature of production of - 


British Solomon Islands Protectorate 
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Table II-4. Burma: 


SELECTED ECONOMIC INDICATORS 


(in million kyat) 


Gross domestic product at constant 1969/70 prices 


Investment at constant 1969/70 prices® 
Government revenue? . , 

Current expenditure® 

Exports 

Imports th pity o's 

Foreign exchange reserves . 

Debt servicing ratio . 


* Excluding changes in stocks. 


Percentage change over 
previous year 


1969/70 1970/71 1971/72 

1970/71 1971/72 

9,991 10,527 10,855 5.4 Sel 
1,160 1,206 1,288 4.0 6.8 
ms 7,537 8,194 — 8.7 

= 7,895 8,682 —_ 10.0 
573 SVE! 667 De 16.6 
871 846 877 3.0 oi 
170 201 247 18.0 22.9 
— — = 18.0 18.0 


® Including deficit financing which was K 303 million in 1970/71 and K 327 million in 1971/72. 
© Including external assistance which was K 363 million in 1970/71 and K 488 million in 1971/72. 


1970/71. Other production sectors except mining 
and construction registered slower rates of growth in 
1971/72 as compared with the year before. The rate 
of growth of mining output almost doubled from 5.4 
per cent in 1970/71 to 12.0 per cent in 1971/72. 
Progress was continued in the service sectors in the 
two fiscal years, where the rate of growth was 4.5 
per cent in 1971/72 as compared with 3.8 per cent 
in 1970/71. Value added in the trade sector rose by 
4.9 per cent and 3.5 per cent respectively in 1970/71 
and 1971/72. 


The gains in per capita income in 1970/71 and 
1971/72 were 2.8 per cent and 0.9 per cent respectively 
in view of the annual increase in the population at 
an estimated rate of 2.3 per cent. Investment (ex- 
cluding stock changes) rose by 4.0 and 6.8 per cent 
respectively in the two years. 


(b) Production in major sectors 


Crop failure was responsible for the slower 
growth of agricultural output during 1971/72. Al- 
though the cropped area under paddy was lower in 
1971/72 compared with 1970/71, as a result of 
increased use of better seeds and fertilizers, output 
in 1971/72 was slightly higher than that of 1970/71. 
Groundnut and sesamum, which are susceptible co 
weather and price factors, suffered a decline of 5.2 
per cent and 13.8 per cent respectively. However, 
output of other pulses, sugarcane and tobacco made 
steady progress during the two years and a spectacular 
increase in output were registered in jute which almost 
tripled during the same period. 


The production of teak logs rose by 20.3 per 
cent in 1970/71 to a level of 362,000 cubic tons, but 
showed no further increase during 1971/72. Hard- 
wood production, however, steadily rose from a level 
of 912,000 cubic tons in 1969/70 to 928,000 cubic 
tons in 1970/71 and further to 972,000 cubic tons 


in 1971/72. The state sector accounted for about 
two-thirds of total hardwood production in the 
country. 


Crude oil production increased by 6.3 per cent 
in 1970/71 and by 18.9 per cent in 1971/72, to a 
level of 259 million imperial gallons, thanks to the 
new oilfield at Mann. Natural gas has now been 
harnessed for industrial use as fuel and its output 
reached 3,900 million cubic feet in 1971/72. Output 
of metals and ores presented a rather mixed picture 
in the two fiscal years. While tin and tungsten made 
steady progress, the lead and zinc production showed 
diverse tendencies due to labour shortages and de- 
clining ore grade in the case of some minerals. 


The value of the manufacturing output rose by 
2.7 per cent in 1970/71, the increase being largely 
accounted for by its predominant component, viz., 
food and beverages, which forms two-thirds of the 
total. In 1971/72, the fall in the production of 
wearing apparel was bearly offset by the increase in 
the production of industrial raw materials, particularly 
cement, and the output of workshops. The total value 
of output amounting to K 5,585 million was only 
0.5 per cent above the value of production in the 
preceding year. 


Power generation increased by 14 per cent in 
1970/71 and again by 20.0 per cent in 1971/72, 
reaching a level of 654 million kWh. Power utiliza- 
tion correspondingly rose by 16.8 per cent and 20.9 
per cent to reach a level of 480 million kWh, the 
increase being largely accounted for by industrial use. 


(c) Public expenditure and sources of finance 


During the two fiscal years 1970/71 and 1971/72, 
excise duties showed a rising trend in keeping with 
the higher production of such taxable commodities 
as liquor, petroleum, sugar and cigarettes. On the 
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other hand, tax receipts from imports declined as a 
consequence of a declining share of consumer goods 
imports which attract higher tax rates. Income tax 
and sales tax receipts also declined, partly as a result 
of the transfer of some trading activities to the 
co-operatives. Fortunately, these shortfalls in tax 
receipts were largely offset by the increased surpluses 
of public enterprises which amounted to K 359 million 
in 1970/71 and K 488 million in 1971/72. The 
surpluses from public enterprises were, however, 
insufficient to meet the requirements for public capital 
formation, and external assistance and deficit financing 
were resorted to in order to cover the over-all 
budgetary gap. 


(d) Foreign trade and balance of payments 


The volume of rice exports in 1970/71 exceeded 
the previous year’s level, but, because of a further 
decline in price, earnings remained the same. The 
export price of rice rallied somewhat in 1971/72, 
but was offset by a decline in export volume thereby 
‘preventing an increase in earnings. On the other 
hand, both the volume and value of other agricultural 
exports during the two fiscal years showed a rising 
trend on account of jute and animal feed. In case 
of timber exports, there was an improvement in 
1970/71 over the preceding year, but this would 
appear to be less in the following year. On the other 
hand, the export of metals and ores as well as precious 
stones made steady progress during this period. 


The level of imports in 1971/72 fell somewhat 
from the preceding year. There was a marked change 
in the composition of imports during the period under 
review in favour of capital goods. Although the 
balance of payments for 1970/71 was unfavourable 
to the extent of K 165 million, nevertheless it was 
an improvement over 1969/70, largely on account of 
lower imports and higher external receipts. Debt 
servicing amounted to 18.1 per cent of foreign 
exchange earnings. A surplus of K 49 million was 
registered in the balance of payments for 1971/72. 
This was made possible by a higher level of receipts 
on account of loans and grants as well as collection 
of past trade debts and windfall gains from exchange 
adjustments. The debt servicing ratio for 1971/72 
remained at 18 per cent. 


Policy developments 


During the period under review, the policy of 
modernization and diversification in the field of agri- 
culture was strengthened. There was also a continued 
shift in emphasis from expansion in acreage to 
increase in yield per acre. The setting up of indus- 
tries which aid import substitution and those which 
support agriculture or use agricultural output and 
natural resources continued to be the keynote of the 


industrialization programme. Plans for the develop- — 
ment of the mining sector place emphasis on inten- — 
sified prospecting for metals and ores and exploration i 
of further deposits of crude oil on land as well as — 
offshore. 


There has been a change in the technique of © 
formulation and implementation of the plan. Whereas — 
plan formulation and implementation were previously — 
co-ordinated by government ministries and depart- 
ments at the centre, Economic Implementation Com- 
mittees have now been formed, at the state/division, 
township and village/factory levels, to participate in 
the formulation and implementation of plans. 


In the working of state economic enterprises, ; 
efforts have been made to reduce production and © 
other costs. One of the measures is the extension © 
of the working capital scheme which contributes © 
towards cost reductions through maintenance of proper — 
inventory levels. Further, reorganization of the | 
scheme was done to improve the efficiency and | 
incentive mechanism. i 


In December 1971, the exchange rate of the 
Burmese kyat was realigned downwards against gold 
by 18 per cent. 


In November 1972, the structure of government © 
pay-scales and salaries was revised: the basic daily — 
wage was raised from K 3.15 to K 3.85, and the - 
minimum monthly salary from K 82 to K 100, an 
increase of 22 per cent. In December 1972, the © 
procurement price of the basic quality of paddy, 
Ngasein 35 per cent brokens, was raised from K 358 | 
to K 425, an increase of 18.7 per cent. Similarly, — 
procurement prices of some pulses were also raised 


in March 1973. 


Emerging problems and prospects 


The gross domestic) product of Burma is expected 
to increase by 8 per cent in 1972/73. Two important 
sectors contributing a more than proportionate in- 
crease are (a) social services and administration and — 
(b) manufacturing, for which rises of 22.7 and 16.5 — 
per cent respectively are postulated. 


In the coming year also, the deficit, K 145 million 
on merchandise account and K 148 million on in- — 
visibles account, is expected to be offset by a net 
inflow of foreign loans and grants of K 328 million. — 
A small surplus of K 35 million may therefore be — 
achieved in the balance of payments during 1972/73. 


Burma 


Export earnings are expected to amount to K 885 
million in 1972/73, representing an increase of about 
42 per cent over 1971/72. Of these, 42 per cent 
will come from the export of rice and rice products, 
27 per cent from other agricultural products, 19 per 


_ cent from timber and 9 per cent from metals and 


_curement by the co-operative societies. 


Ks 


ores and precious stones. The composition of imports 
worth K 1,184 million is expected to undergo a further 
marked change in the coming year: the share of 
intermediate goods is estimated at 60 per cent and 
that of investment goods at 34 per cent. The share 
of consumer goods is estimated at only 6 per cent 
of the total import bill. 


However, the targets mentioned above may have 
to be revised in the light of the expected export 
earnings. Export earnings are expected to decline, 
partly due to crop failure which has reduced the level 
of procurement. The import programme has also to 
be revised accordingly. 


In the 1972/73 Budget, government non-develop- 
mental expenditures are estimated to increase by 
K 175 million to a level of K 2,264 million in 
1972/73: general administration, which is being 
reorganized, will account for an increase of K 23838 
million to a level of K 1,946 million. The total 
non-developmental expenditures are to be financed 
partly by tax and other receipts of K 1,490 million 
and partly by the surplus of public enterprises of 
K 688 million. Public capital expenditure which will 
amount to K 989 million will have to be financed 
both by an inflow of foreign assistance of K 520 
million and by deficit financing amounting to K 447 
million. More than one-third of public capital ex- 
penditure in 1972/73 will go to manufacturing, 
indicating the Government’s intensified industrializa- 
tion drive. Transportation and communication will 
account for 13.3 per cent, mining 9.7 per cent and 
agriculture and irrigation another 8.1 per cent of 
the total public capital expenditure. 


The year 1971/72 represented the first year of 
the four-year plan, and the experiences derived from 
the implementation of the first year programme are 
being fruitfully utilized in the implementation of the 
annual plan for 1972/73. One major problem facing 
the economy is the decline in the exports of rice due 
partly to crop failure and partly to low level of pro- 
This is being 
remedied by taking measures for diversifying exports 
and substituting imports. Measures are also being 
taken to improve the efficiency of enterprises in the 
public sector. Major emphasis is placed on the 
mobilization of domestic resources, which is indicated 
by the increase in the interest rate on savings deposits 
from 2 to 3.5 per cent with effect from January 1973. 
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COOK ISLANDS? 
Introduction 


The Cook Islands lie about 1,800 miles Northeast 
of New Zealand and consist of some 15 islands with 
a total land area of 93 square miles spread over 
850,000 square miles of the Central South Pacific. 
They form part of New Zealand territory but since 
August 1965 have had internal self-government with 
control over the expenditure of internal revenue and 
external grants-in-aid. The Islands have the right 
at any time to opt for full independence. 


Population as at the 1971 census was 21,317 an 
increase of 2,070 or 10.8 per cent since the previous 
census in 1966. Subsistence agriculture and the pro- 
duction of citrus fruit, pineapples, bananas and copra 
for processing and export are the main productive 
activities. The balance of trade is normally in deficit 
and is covered by external aid grants and remittances 
from Cook Islanders living overseas. 


Recent economic developments 
(a) Production 


Estimates of gross domestic product have been 
made for two years only, namely, 1963/64 and 1970, 
but they are not on a comparable basis. The 1970 
estimates showed GDP at producers prices to be 
NZ$8,300,000 giving a per capita GDP of approxim- 
ately NZ$400. By sectoral distribution, agriculture 
(including subsistence agriculture as well as the 
production of export produce) accounted for 24.0 
per cent, manufacturing 10.9 per cent, wholesale and 
retail trade (including hotels and restuarants) 13.7 
per cent, transport 7.2 per cent, construction 9.2 per 
cent, while public administration with community and 
personal services accounted for 27.3 per cent. 


In the agricultural sector a principal activity is 
the growing of citrus fruits and pineapples for canning 
or processing into juice for export. Citrus production 
has expanded very rapidly in recent years. 


Exports of citrus fruits and juices constituted 
about 40 per cent of total exports over the period 
1965-1970 and citrus production provides a major 
source of personal income in the islands. Though 
fresh citrus fruit had been exported to New Zealand 
for many years, the establishment of a citrus canning 
and juicing plant in 1961, gave a major impetus to 
the expansion of production and the elimination of 
waste. Since then production has increased from 


around 60,000 cases (50 lbs each) to nearly 200,000 


1 This is the first time that a section on the Cook Islands has ap- 
peared in the Survey. 
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cases in 1969. There are plans for the further 
expansion of citrus output. 


The establishment of the canning plant has also 
provided a stimulus to the production of pineapple. 
most of which is canned for export as fruit or juice. 
Production has increased from 1,300 cases (50 Ib) 
in 1961 to an estimated 120.000 cases at the present 
time. Plans are for expansion of output to about 
400,000 cases by 1980—sufficient to supply the 
estimated demand of the whole New Zealand market 
in that year. 


Other principal agricultural products include 
bananas and copra. Production of tomatoes, which 
was at one time an important export, has virtually 
ceased as a cash crop mainly because of transport 
difficulties and severe competition from abroad. 


Manufacturing output, confined to the main 
island of Rarotonga, consists primarily of citrus and 
_pineapple canning, a garment factory, simple food 
processing and beverage production, some local 
handicrafts and the repair of motor vehicles. No 
indicators of output are available except indirectly 
from export statistics. 


The construction industry has normally been 
dominated by public works with private housing 
construction and repair the other main activity. 
Since 1970 the construction of an international airport 
at Rarotonga has put considerable pressure on the 
industry, though with the completion of the runway 
in 1972 a downturn in construction activity is likely. 


(6) External trade 


Exports in 1970 increased by about 12 per cent 
to NZ$2.7 million over the 1969 figure of NZ$24 
million. Most of the increase was accounted for by 
higher exports of fruit juices, copra and clothing 
which more than offset a decrease in exports of fresh 
citrus and pearl shell. The value of imports rose 
even more sharply by nearly 70 per cent from NZ$3.4 
million to NZ$5.8 million. The increase in imports 
was spread over most principal categories but the rise 
in imports of foodstuffs such as meat and dairy 
produce, textile piece goods, clothing and vehicles and 
parts was especially marked. The commencement of 
construction on the international airport at Rarotonga 
was a main contributing factor. As a result of these 
changes in imports and exports the trade deficit more 
than doubled from NZ$1.0 million in 1969 to NZ$2.4 
million in 1970. 


For 1971 incomplete data indicates that export 
receipts from citrus fruits and juices, canned fruit, 
copra and pearl shall fell sharply from the 1970 level, 
and though receipts from bananas exports were up 
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by about 56 per cent this will not have been sufficient 
to compensate for the fall in exports of the main 
products. There are no estimates of invisible receipts 
and payments but the main items of receipts are 
likely to have been remittances from Cook Islanders 
living overseas and the annual subsidies from the 
New Zealand Government for ordinary and capital 
expenditure. 


The import policy of the Cook Islands is closely 
linked to that of New Zealand. An allocation of 
foreign exchange for purchases outside New Zealand 
is made to the Cook Islands each year. The tariff 
system is, however, separate from that of New Zealand. - 
Revenue duties are applied to imports from all sources — 
other than New Zealand though it was the intention — 
to include New Zealand from 1972. | 


In 1970 New Zealand took more than 90 per . 
cent of exports and supplied over 76 per cent of all 
imports. Other principal sources of imports were 


* 


4 


Japan, Iran, the United Kingdom, Australia and Hong i 
Kong in that order. ) 
(c) Prices j 


Consumer prices have risen quite sharply since 
1967 largely because of rising import prices parti- 
cularly from New Zealand which is the main supplier. - 
On a base of 1967=100, the consumer price index 
stood at 119 in the fourth quarter of 1970 and rose- 
by 12.6 per cent to 134 by the fourth quarter of © 
1971. A further increase of 8.2 per cent was recorded» 
up to the third quarter of 1972. 

; 


(d) Banking and currency i 


In the Cook Islands, the New Zealand dollar is 
the official currency. In 1972 the Cook Islands 
Government introduced its own coinage which will 
circulate alongside New Zealand coinage. The only — 
bank is a branch of the National Bank of New Zealand 
(privately owned) which began operations in 1970. 
Prior to this the main financial institution was the 
Post Office Savings Bank, many of the private remit- 
tances to and from New Zealand going through this 
channel. It is also the main avenue for savings 
which stood at NZ$773.427 as at end of December 
1971 an increase of NZ$14,000 during the course of 
that year. The co-operatives are another channel of 
saving, the total value of denosits and shares being 
NZ$300.000 in 1971. No details are available of the” 
banking operations of the National Bank branch. 


(e) Publie finance 


Government current expenditure in 1971 w 
about NZ$3.8 million of which about 46 per 
was for education, health and housing. 
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revenue was also approximately NZ$3.8 million of 
which 40 per cent was met from domestic revenue, 
the balance being financed by an external grant. 
Domestic revenue consists primarily of customs and 
excise duties, income taxes and receipts from postage 
stamp sales. Capital expenditure in 1971 (mostly for 
works and communications and health services) was 
NZ$680,000 all of which, apart from a domestic loan 
of NZ$85,000, was financed by external grants or 
loans. 


In 1972 expenditure is budgeted at NZ$3.6 million 
but as estimated general revenues will be only NZ$3.2 
million including external aid of NZ$1.7 million other 
sources of finance will be required if this expenditure 
is to be realized. Capital expenditure in 1972 is 
estimated to increase to NZ$931,000 virtually all of 
which will be met by external loans and grants. 


New Zealand is the major source of external aid. 
Over the period 1968/69 to 1970/71 aid averaged 
about NZ$2.2 million per annum. Of this amount 
NZ$1.6 million was for general budgetary support and 
the balance for particular purposes. In the period 
1971/72 to 1973/74 aid is expected to be NZ$2.3 
million per annum. An estimated NZ$11 million is 
to be provided for the international airport. 


Major policy changes 


The Cook Islands does not have a formal develop- 
ment plan. Recently the United Nations Development 
Programme has, at the request of the Government, 
begun work on the preparation of a development 
programme. Further, in 1972 the taxation system 
was reviewed and a number of changes in the taxation 
system especially income and company tax and import 
duties was expected to be implemented towards the 
end of 1972. ? 


Problems and prospects 


A major problem for the Cook Islands as for 
many small Pacific territories is the lack of adequate 
resources for development so that employment opport- 
unities may be available over and beyond subsistence 
agriculture for an increasingly better educated popula- 
tion. The country is very small and with minor 
exceptions may not be able to support manufacturing 
development except on the basis of export markets 
for products of relatively simple technology. The 
establishment of garment manufacture and fruit pro- 
cessing are cases in point and they have made an 
important contribution both to the balance of trade 
and to the diversification of the economy away from 
subsistence agriculture. The development of tourism 
(which is the main objective of the establishment of 
an international airport at Rarotonga) is of particular 
significance in this connexion. 
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FIJI 


Introduction 


Though in 1971 the rate of growth of the Fiji 
economy was somewhat higher than that of 1970, it 
was still substantially short of the target set in the 
sixth development plan largely because of the inade- 
quate performance of the agricultural sector where 
the production of sugar was well below the 1970 
level. The balance of trade deteriorated further in 
1971 because of a substantial rise in the value of 
imports and virtually no increase in the value of 
exports. Nevertheless, the over-all balance of pay- 
ments continued in modest surplus because of in- 
creased inflow of private capital and receipts from 
tourism. Money supply continued to rise quite 
strongly as also did wages. Prices also rose at a 
faster rate than in 1970 and measures to control 
prices were introduced during the year. In the first 
half of 1972 prices rose at a somewhat slower rate 
but demand pressures remained fairly strong especially 
in sectors such as building and construction. 


A further deterioration in the trade balance in 
1972 was in prospect with a further rise in imports 
and the likelihood that export receipts, even though 
sugar prices have increased substantially, would be 
adversely affected by a lower volume of sugar exports, 
the continued depressed state of the market for 
coconut products and the declining output of gold. 
Government expenditures for development were well 
below planned levels in 1972 but are likely to increase 
substantially in 1973 as certain delayed major projects 
get under way. The economy received a_ serious 
setback in late October 1972 when a hurricane caused 
severe damage. Agricultural production especially of 
sugar, copra, and bananas seems likely to fall in 1973 
even further than previously estimated with consequent 
adverse effects on exports and also on the rate of 
growth. 


Recent economic developments 


(a) Output and expenditure 


Gross domestic product in real terms is estimated 
to have risen by 5.2 per cent in 1971, slightly in 
excess of the rate of growth of 4.8 per cent recorded 
in 1970 but still short of the target of an average 
of 6.7 per cent per annum over the 1970-1975 period 
covered by the sixth development plan. The per- 
formance of the agricultural sector was again dis- 
appointing, output being down by 2.9 per cent largely 
as a result of the fall of 10.9 per cent in sugar 
production which had been affected by adverse weather 
conditions in the early part of the season. In 
addition, copra output was no greater than in 1970 
and, though no statistics are available, output of other 
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Table [I-5. Frgt: 


GDP at factor cost (1970 prices) - . 179.2 
Exports, £05" 62 °° 5 ree 54.1 
Imports, fob» . . . natal 73.6 
Balance of payments on current account —12.2 
Money supply© 33,894 


Consumer prices Guly 1968 = “100) . : 108.2¢ 


Bureau of Statistics, Suva. 
* Estimate. 
® Ex balance of payments data. 
© End of period. 
4 First quarter. 


Source: 


products such as root crops is estimated to have 
remained static. There was some improvement in 
beef production and in the output of dairy products. 
The main activity in the mining sector is gold 
production but, owing to the depletion of deposits, 
output fell in 1971 to 89,000 ounces compared with 
104,000 ounces in 1970. 


In contrast to the agricultural and mining sectors, 
which together account for about 30 per cent of gross 
domestic products, most other sectors of the economy 
expanded vigorously during 1971. Manufacturing, 
though still fairly limited in range of products grew 
by 9.3 per cent; the building and construction 
industry (which has been under severe pressure for 
some years) by 10 per cent and hotel services (which 
reflect the rapid expansion of tourism) by nearly 20 
per cent. 


Preliminary estimates for 1972 show much the 
same pattern of change. Agricultural output is ex- 
pected to show a decline of about 1 per cent again 
largely because of a fall in sugar production through 
adverse weather and because of depressed production 
and marketing conditions for copra. Hurricane 
damage at the end of 1972 is likely to depress output 
even further. Other sectors of the economy, however, 
especially manufacturing, hotel services, distribution, 
transport and above all the construction industry 
displayed strong growth throughout 1972. Over-all, 
it was estimated that gross domestic product in real 
terms would rise by about 7 per cent in 1972, a little 
above the development plan target. In terms of 
expenditure, a leading role was played in 1970 and 
1971 by private sector investment especially in 
residential and hotel construction, much of the latter 
being financed by an increasing inflow of private 
foreign capital for investment in the tourist industry. 
But private consumption expenditures also rose appre- 
ciably in 1971, one reason being the increase in 
money wages in that year. Government consumption 
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Percentage change over previous year 


1971 1972 

1970 1971 1972 ; 

138.6 201.9" 4.8 5.2 7.0 

54.5 bee 14.4 0.7 ee | 

90.9 5 16.1 23.5 

—18.4 4 oe oh 
39,182 40,8374 17.5 15.6 18.1¢ 
115.2 123.78 4.1 6.5 3.3" 


* Compared with first quarter 1971. 

! Average of monthly indices. 

© End of June. 

® Increase since end of Decernber 1971. 


and investment expenditures rose at somewhat slower 
rates than did private outlays in 1970 and 1971 and | 
the evidence is that the rate of increase in both — 
categories in 1972 will be lower partly because of . 
a desire to curtail inflationary pressures, but also — 

because some large capital expenditures have not — ; 
proceeded as planned. : 


(b) Foreign trade and the balance of payments — 


A feature of Fiji’s external transactions in recent - 
years has been the growing deficit on commodity 
trade offset by rapidly expanding receipts from 
tourism and from private capital inflows. In 1971, 
this pattern was more strongly in evidence. Exports — 
expanded only marginally by 0.7 per cent from F$54_ 
million to F$54.5 million compared with a rise of 
14.4 per cent in 1970. Imports on the other hand, 
which in 1970 were F$73.6 million or 16.5 per cent 
above the 1969 level, rose by 23.5 per cent in 1971 
to F$90.9 million. The deficit on trade account thus — 
widened from F$19.5 million in 1970 to F$36.4 
million in 1971. After allowing for invisible receipts 
especially from tourism and private and government 
transfer payments, the current account deficit was | 
F$18.4 million compared with F$12.2 million in 1970. 
Private long-term capital is estimated to have been — 
F$15 million in 1971, compared with F$5.5 million — 
in 1970. Allowing for official and unidentified capital — 
the over-all surplus is estimated at F$8.2 million for iy 
1971 compared with F$3.2 million in 1970. a} 


The stagnation of export receipts in 197] re 
flected both poor export prices for the main export 
products as well as lower volume in some cases. — 
Sugar exports which in 1971 constituted around 67 
per cent of domestic exports were slightly higher at 
334,620 tons than the 1970 figure of 329,129 tons) 
and earned F$32.9 million compared with F$31.8' 


million in 1970. The average export price for 1971 
was F $98.17 per ton compared with F$96.68 in ae | 


cies i 


Fiji 


Exports of coconut oil and coconut products were 
lower in both volume and price realizing F$4.28 
million in 1971 compared with F$5.7 million in 1970. 
Gold exports in 1971 were substantially lower in 
volume at 87,630 fine ounces valued at F$2.7 million. 
In 1970, 107,632 fine ounces valued at F$3:3 million 
had been exported. Other exports included manu- 
factured goods worth F$1,450,000, an increase of 40 
per cent on the 1970 total of F$1,018,200. 


As for imports, the increase of 23.5 per cent in 
1971 was substantially above the increase of 16.1 per 
cent in 1970 which was in line with the average 
rate of growth in imports during the 1960s. Over 
recent years foodstuffs have constituted a declining 
proportion of total imports and machinery, transport 
equipment and miscellaneous manufactured goods have 
been a rising proportion. This trend continued in 


HO71: 


An encouraging feature was the continued rapid 
growth of receipts from toruism which at F$33.1 
million in 1971 were 42 per cent higher than in 1970, 
slightly in excess of receipts from the country’s main 
export commodity, sugar. 


Little data are as yet available for 1972 but it 
seems very likely that, because of poor production in 
1971 and 1972, the volume of sugar exports will be 
substantially below that of 1971. However, sugar 
export prices in 1972 have been substantially in excess 
of those prevailing in 1971 and thus the impact of 
a lower volume on export receipts may be more than 
offset. Other exports, however, are unlikely to show 
any improvement over their 1971 performances. 


(c) Public finance 


The 1972 budget estimates provided for an in- 
crease in recurrent expenditure to F$54.1 million 
(including a contribution to the capital budget) about 
15.5 per cent higher than actual expenditure for 1971 
of F$46.8 million. Revenue was estimated at F$56.5 
million, an increase of 6.5 per cent on the 1971 total 
of F$53 million. Capital expenditure in 1972 was 
originally estimated at F$20.9 million or almost 
double actual expenditure of F$11.2 million (exclud- 
ing a contribution of F$2.1 million to the IMF, IBRD 
and IDA). Revised estimates for 1972, however, 
allow for expenditure of only F$16.9 million, the 
shortfall being largely attributable to the delay in 
implementation of the Suva/Nandi road project; but 
continuing severe pressures on the building industry 
and delays in project planning through shortages of 
skilled personnel are also responsible. 


The outturn for 1972 on both the capital and 
recurrent budget will have been affected by the special 
measures which were required in late 1972 to deal 
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with the disruption caused by the severe hurricane 
which struck Fiji in October. These measures in- 
cluded tax increases on a range of commodities. 


(d) Prices 


The upward movement of consumer prices in Fiji 
was relatively modest in the period 1968-1970, the 
average annual rate of increase being around 4 per 
cent. In 1971, however, the consumer index price 
rose by 6.5 per cent and by a further 3.3 per cent 
in the first half of 1972, though much of this latter 
movement was concentrated in the first quarter. 
Higher prices for food, clothing and footwear and 
housing, which together account for nearly two-thirds 
of the index, were chiefly responsible, reflecting a 
variety of factors including higher costs of imports 
from main trading partners (in particular Australia 
and New Zealand) as well as internal demand pressure 
from higher money wages. 


(e) Wages and employment 


The upward movement of wages was particularly 
sharp in 1971 when the index of daily mean wages 
rose by over 10 per cent compared with increases 
of 6.5 per cent and 5.5 per cent in 1970 and 1969, 
respectively. Several large wage settlements were 
negotiated in 1971 varying between 15 and 31 per 
cent and further settlements were negotiated in 1972 
including an increase of 23 per cent in the basic 
wage of sugar workers and an increase of 7 per cent 
in civil service salaries. Adequate information on 
employment in Fiji is not readily available but a 
survey conducted in the two largest towns in 1971 
indicated that about 7 per cent of the enumerated 
labour force were unemployed. This does not, of 
course, take into account any rural unemployment or 
underemployment. 


Money supply continued to expand during 1971 
rising by 15.6 per cent, which was somewhat slower 
than the rate of growth of 17.5 per cent and 26.9 
per cent experienced in 1970 and 1969, respectively. 


Major policy changes 


During 1971 and 1972. rising prices, industrial 
unrest and wage escalation have been of some concern 
to the Fiji Government. In an effort to check the 
rate of price increase, controls on selected prices were 
instituted in May 1971 and extended in July 1971 
and March 1972. While these controls appear to 
have had some success in relation to internal cost 
push factors such as distribution margins, there was 
little they could do to counter the effects of rising 
import prices of foodstuffs and other consumer goods. 
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Though it is the intention to establish a price and 
income policy as earlier recommended, such a policy 
has yet to be elaborated. Discussions on its nature 
have been proceeding between the Government, em- 
ployees and workers. A Consumer Council was 
established in 1971 and is now ar independent body. 
Its powers are, however, fairly limited, being largely 
confined to consumer education, domestic budgeting, 
price comparison and publicity activities. 


The building and construction industry continues 
to be under pressure and suffers from shortages of 
skilled labour particularly supervisory staff in spite 
of the institution of special training programmes. 
A survey of manpower needs in the industry was 
completed in 1972. 


The problem of unemployment has also received 
the attention of the Government. Early in 1972 a 
committee set up under the auspices of the Central 
Planning Unit made its interim report containing a 
wide range of suggestions for measures to reduce the 
degree of unemployment in Fiji as revealed by an 
employment survey. A further report is due in mid- 


1973. 


A number of developments in the monetary 
sphere occurred during 1972. Following the United 
Kingdom’s decision on 23 June 1972 to float the 
pound sterling it was decided to take similar action 
as regards the Fiji dollar, which subsequently depre- 
ciated with sterling by about 8 per cent up to the 
end of October 1972. The exchange rate was then 
fixed at a level representing an upward revaluation 
of 5 per cent. In order to prevent any possible 
speculative outflow of capital from Fiji exchange 
controls which had previously applied only to non- 
sterling area countries were extended on 28 June 1972 
to the sterling area also. Government policy towards 
foreign investment remains favourable. During 1972 
guidelines for private borrowing abroad were issued 
and legislation was introduced to control land sales 
in order to check land speculation by foreign buyers. 


Problems and prospects 


Though Fiji has managed in recent years to 
maintain a modest over-all surplus in the balance of 
payments, this has largely been achieved by a con- 
tinuing inflow of private foreign capital and in 
particular by the strong growth in receipts from 
tourism. Commodity exports remain confined to a 
few traditional products, in particular sugar which is 
subject to marked fluctuations in output and also in 
price. Though prices have risen substantially in 1972, 
the long-term outlook for sugar exports is not pro- 
mising given the uncertainty that prevails in the world 
trading situation for the commodity. Moreover, pro- 


Part Two. 


Current Economic Developments and Policies 


duction and export of other traditional products—~ 
bananas, copra and gold—has been declining, and 
so, rather than having a more diversified export 
structure reliance on two items, sugar and tourism, 
has become more pronounced. There is thus need- 
to develop a broader basis of foreign exchange earning 
capacity. Manufactured exports are still quite minor: 
but this merely reflects the low level of industrializa- 
tion of the Fiji economy at present. A number of) 
measures have been taken recently to encourage 
industrial development but still more vigorous efforts: 
are needed if the economy is to reduce the degree 
of its dependence on a narrow range of export items. 
In this connexion, the Government has shown interest 
in the development of economic co-operation arrange- 
ments with other countries in the South Pacific 
including the more highly industrialized economies. 
of Australia and New Zealand. The South Pacific 
Bureau of Economic Co- operation, of which Fiji is 
a member, was established in 1972. 


Another problem of some concern is that capita! 
expenditure on development is now running behind 
planned levels. In part this is due to the delays ir 
proceeding with some major projects such as the 
Suva/Nandi road (which is now expected to co 
much more than originally estimated), but in par? 
also to shortages of skilled personnel at all levels 
It is expected, however, that development expenditur« 
will rise considerably in 1973. Some projects im 
tended for later years of the sixth development plar 
period have now been brought forward and, i 
addition, a substantial outlay of F$7 million is re 
quired in 1973 for the cash portion of the purchas» 
price of the assets of South Pacific Sugar Mills whic? 
will become vested in the Fiji Sugar Corporation op 
1 April 1973. 


Lagging agricultural production continues to b 
another source of concern for the future, especiall 
as the failure of agricultural output to rise is likel: 
to increase rural/urban income disparities. Ai 
important objective of the sixth development plan i 
to reduce such disparity. 


HONG KONG 
Introduction 


The Hong Kong economy grew somewhat | 
rapidly.in 1971 than in 1969 and 1970. This ws 
mainly due to a slowing down in the expansion 
domestic exports as a result of relatively depress 
conditions in Hong Kong’s major markets in Nor? 
America and Western bee coupled with curreny 
uncertainties. The relatively small rise of less th 
2 per cent in import prices played a large part 
moderating consumer price movements during 197 


Hong Kong 


the consumer price index increasing by only 3.1 per 
cent compared with 7.6 per cent in 1970. 


Private consumption expenditure increased by 
about 12 per cent at current prices or 8-9 per cent 
in real terms. In real terms this probably represented 
a bigger improvement than for any of the previous 
five years and was mainly due to a continued rise 
in wages, with the index of real average daily wages 
increasing by some 9 per cent over 1970. 


There was also a large rise of almost 30 per 
cent in domestic fixed capital formation in 1971, 
although this masked a marked slowing down in the 
growth of investment in new plant, machinery and 
equipment, offset by an increase in expenditure on 
construction. 


In the first nine months of 1972 there has been 
a further slowing down in the growth of foreign trade. 
The increase in exports over the same period in the 
previous year declined to about 10 per cent, and this 
was more than offset by an even more rapid falling 
off in the growth of imports to about 6 per cent, 
which seemed to be due mainly to a significant 
running down of stocks in the first half of the year. 
As a result there was a fall in the visible trade 
deficit and it is possible that, given the continued 
increase in tourist revenue, the current account of 
the balance of payments may have moved into large 
surplus. Domestic fixed capital formation continued 
to grow at about the same rate as in 1971 and there 
was some acceleration in the increase of government 
current expenditure. Bank deposits also rose at 
roughly the same rate as in the previous year, being 
26 per cent higher in August 1972 than in the same 
month of 1971. The growth in the money supply, 
however, accelerated sharply to 40 per cent over the 
same twelve-month period and was probably a major 
factor underlying the large increase in stock market 


prices in 1972. 
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Recent economic developments 


Hong Kong’s economy is dominated by foreign 
trade. In 1971 imports were roughly equal to the 
total GDP at market prices and exports and re-exports 
came to about 85 per cent of the GDP. Over-all 
visible trade therefore was not far short of twice 
the GDP and, if invisible transactions and capital 
movements were added, the total would amount to a 
great deal more. This dependence of Hong Kong 
on external transactions is not just due to the 
relatively small size of the territory and its population 
(about 4 million) and an almost complete lack of 
natural resources, but also to a deliberate policy which 
induces a considerable degree of specialization in 
industries almost wholly geared to export markets. 


(a) Gross domestic product 


The GDP at market prices is estimated to have 
been just over HK$20,000 million in 1971, represent- 
ing an increase of about 14 per cent over the figure 
of HK$17,884 million in 1970. In 1969 and 1970 
the increases were 17.5 per cent and 19 per cent 
respectively. In real terms the increase in 1971 was 
probably about 10 per cent. The significant factor 
was a large increase not far short of 30 per cent in 
gross domestic capital formation to HK$4,750 million. 
This was the third year running in which a big 
increase in investment was recorded, following declines 
in 1967 and 1968; and investment accounted for over 
23 per cent of the GDP in 1971 compared with only 
just over 16 per cent in 1968. However, the larger 
part of the increase in 1971 was accounted for by 
building construction and, as a result, the construc- 
tion industry has been facing capacity bottlenecks and 
rising costs. 


Private consumption rose by about 12 per cent 
in money terms and 8-9 per cent in real terms or at 
a slightly slower rate in money terms (but more in 


Table II-6. Honc Kone: SELECTED ECONOMIC INDICATORS 


(million HK dollars) 


ee ee eee eee 


Percentage change over 


1970 1971 1972 BISON ACs 


1971 1972 


ee a ana EET RETR 


Gross domestic product at market prices 
Domestic exports ‘ 
Imports . . 


17,884 20,450 
123347) 213,720 
17,607 20,256 


23,500 +143. +14.9 
15,125" +114 +10.0 
21,500* -+15.0 +6.1 


Index of consumer prices (1963/64 = 100) . 127 131 F 135 apollo EAR 
ep.Aug. 

Moneyssupply 4. 8 <) as «ss 7,095 8,417 ine +18.6 +40.0 
Aug.) 

Real wage rates (March 1964 = 100) . 131 143 153 +9,2 +7.0 


LOE A Se ee a ee Ee ee ee ee 
Sources: Hong Kong Monthly Digest of Statistics. 
Hong Kong Review of Overseas Trade in 1971. 
GDP — Preliminary government estimates. 
* Estimate. 
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real terms) than in 1970. Government current con- 
sumption showed the smallest increase of about 8 per 
cent and there was some increase in the balance of 
payments deficit on current account. 


(6) Trade 


In 1971 domestic exports amounted to HK$13,750 
million,! or 11.4 per cent higher than in 1970. This 
compared with a growth of 24.8 per cent in 1969 
and 17.4 per cent in 1970. At HK$20,256 million, 
imports were 15 per cent higher than in 1970 and 
re-exports, at HK$3,414 million, were 18.1 per cent 
higher. There was a significant improvement in the 
terms of trade in 1971, with export prices increasing 
by over 6 per cent and import prices by less than 
2 per cent. It is noteworthy that, between 1968 and 
1971, the terms of trade improved by as much as 
9 per cent. 


The major markets for Hong Kong’s domestic 
exports continued to be the developed countries of 
North America, Western Europe and Australia, which 
between them took four-fifths of domestic exports. 
For the first time for a number of years, however, 
exports to Western Europe increased more rapidly 
(18 per cent) than to North America (11 per cent), 
a trend which has become more marked in 1972 
following the realignment of currencies in December, 
1971. In contrast to exports, the major suppliers of 
Hong Kong’s imports in 1971 were Japan (24 per 
cent) and China (16 per cent). 


In terms of commodity composition, the vast 
majority (95 per cent) of domestic exports consist 
of manufactured goods. But the greater part of these 
are spread across a narrow range, with textiles and 
clothing still accounting for a half of all exports. 
In the case of imports over two-fifths were accounted 
for by raw materials and semi-manufactured goods, 
mainly for industry, and a roughly similar amount 
for foodstuffs and consumer goods. 


In the first nine months of 1972 there was a 
significant slowing down in the growth of trade 
compared with the same period in the previous year 
and a significant change in the destination of exports. 
Exports to the United States increased by only 5.7 
per cent, although that country still accounted for 
about 40 per cent of all domestic exports. In con- 
trast, exports to the future enlarged EEC rose by over 
20 per cent and to the Federal Republic of Germany 
by as much as 40 per cent; the enlarged Community 
now takes 30 per cent of Hong Kong’s total domestic 
exports. 


1 Until 18 December 1971, HK$6.06 = US$1. 
From 18 December 1971 to 6 July 1972, HK$5.58 = US$1. 
From 6 July 1972, HK$5.65 = US$1. 
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(c) Employment, wages and prices 


The number of persons employed in industrial ‘ 
establishments was 605,367 at the end of 197], a~ 


rise of 2.7 per cent over the figure at the end of 1970. 


Current Economic Developments and Policies _ 


The increase in the three years since 1968 was, how- — 


ever, 20 per cent. Employment in industry seems 


to have flattened out since the first quarter of 1971 


and did not increase between then and the second 
quarter of 1972. The continued rise in industrial 
production over this pericd therefore reflects an 
increase in productivity. Unemployment is low and 
there is still a shortage of labour, particularly in 
skilled trades and in the construction industry. This 
would appear to have been the major factor lying | 
behind the rapid increase in wages. 


Average money wages increased by 18 per cent — 
between March 1970 and March 1971 and by a further | 
10 per cent by March 1972, representing a rise of — 
about 9 per cent and 7 per cent respectively in real — 


terms. In the eight years since 1964 average money | 
wages have more than doubled and real wages have ~ 
increased by just over 50 per cent. 

wage is now about US$100 per month. 


The index of consumer prices rose by 3.2 per 


The average ~ 


cent in 1971 or considerably less rapidly than the 


7.6 per cent recorded in 1970. This was mainly due 
to a smaller rise in food prices. The rate of increase 


has, however, somewhat increased again in 1972 to— 


about 5 per cent above the 1971 level. 


(d) Tourism 


907,000 tourists visited Hong Kong in 1971, a 
slight decrease over the 927,000 recorded in 1970- 


(the year of Expo 70) but almost a fifth more than 


tm 1969. The number of tourists in 1972 is expected 
Gross earnings from tourism are ~ 


to surpass a million. 
now running at about HK$2,000 million a year and 
it is estimated that the industry accounts for between 
6 and 7 per cent of the GDP. 


(e) Money and banking 


Bank deposits at 
HK$18,785 million, an increase of 26 per cent 
compared with end-1970 or somewhat larger than the 
22 per cent increase recorded in the previous year. 


By August 1972 deposits had risen to HK$22,252 — 


million, again 26 per cent higher than in August 
1971. The banks continued to maintain a highly 


liquid position, loans and advances accounting for 


63 per cent of deposits at the end of 1971. This 
figure had, however, risen to 67 per cent by August 
1972. The money supply (currency in circulation 
plus demand deposits) increased by 20 per cent in 
1971, compared with only 10 per cent in 1970. 


the end of 1971 totalled 


Hong Kong 
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(f) Government revenue and expenditure 


Government revenue from all sources in the fiscal 
year ending 31 March 1972 totalled HK$3,541 million 
and expenditure on current payments and capital 
works HK$2,901 million. There was thus an over-all 
surplus of HK$640 million, the sixth successive year 
in which a surplus had been recorded. Revenue rose 
by about 15 per cent or more slowly than the 24 
per cent recorded in the previous year, while expendi- 
ture, at 18.5 per cent higher, increased at a some- 
what greater rate than in 1970/71. The budget 
surplus is, however, expected to fall significantly in 
the current fiscal year, due to sharply increased 
expenditure, particularly on public works and civil 
service pay. 


Major policy changes 


The free port policy, which has been continued 
throughout the period of growth of domestic industry 
over the last twenty years, means that there is no 
protection for domestic industry; and this had led to 
a high degree of specialization of production, based 
largely on export markets. A large proportion of 
consumption is met by imports and almost all raw 
materials for industry are imported. Neither monetary 
nor fiscal policy are consciously used to regulate the 
economy. In the monetary sphere, there is no 
central banking institution, and the money supply is 
dependent largely on the balance of payments. On 
the fiscal side, the Government’s policy would appear 
to be to cover all its expenditure, recurrent and 
capital, out of current revenue, but in recent years 
the buoyancy of the economy has generally led to 
revenue exceeding expenditure, sometimes by a signi- 
ficant amount, despite the fact that tax rates have, 
in general, not been increased since 1966. Though 
external developments, coupled with a growing 
shortage of labour, have led to some degree of 
inflation in recent years, however, the budget surplus 
has acted to dampen down the inflation. 


Government public works programmes exert a 
considerable influence on the economy and on social 
developments. There is a large programme of public 
housing, and almost 40 per cent of the population 
are now in government housing. In addition, expendi- 
ture on schools, hospitals and other medical facilities 
and on roads has been increasing rapidly. Very 
large sums have also had to be spent on water 
supplies. A social welfare system is in force to 
provide minimum incomes to those in need. 


In August 1972 a new road tunnel linking Hong 
Kong Island with Kowloon across the harbour was 
opened to traffic. In the course of 1972, also, the 
Government decided in principle to go ahead with the 
construction of a mass transit underground railway 


to relieve growing road congestion in the urban areas, 
provided that satisfactory means could be found to 
finance the project. 


Problems and prospects 


Hong Kong’s economic development in the 
future will continue to depend mainly on the expan- 
sion of its export trade which, in turn, will continue 
to depend on the growth of its major markets in 
North America and Western Europe. It is expected 
that 1973 will witness a cyclical upturn in the 
economies of North America and of a number of 
countries in Western Europe and, for this reason, 
there should be a more rapid expansion in Hong 
Kong’s exports to these markets than in 1972. This 
expansion, however, could be mitigated by the effect 
of the comprehensive textile restraints in the United 
States and the possibility of further restraints on 
imports of non-cotton textiles from Asian countries 
into Europe, especially if the GATT Long Term 
Arrangement on cotton textiles is extended to non- 
cottons. 


Hong Kong is also likely to face difficulties in 
the somewhat longer term from continuing shortages 
of labour and of land, both of which are exerting 
an upward pressure on costs, as well as from com- 
petition from other developing countries in the region 
with lower costs and greater natural resources. These 
can be overcome by an increase in the sophistication 
of industry through capital investment and the train- 
ing of more skilled labour. It seems likely, if these 
difficulties are to be overcome, that in the next few 
years a larger proportion of the growth in the 
national income will need to be devoted to investment 
and a smaller proportion to consumption than in 
recent years; and policy may need to be adapted to 
this need. 


It seems probable also that public expenditure 
may need to rise in the coming years as a proportion 
of the national income, both as a result of the pro- 
grammes already announced for housing, education 
and social welfare, and in order to overcome the 
srowing problem of road congestion, which is 
threatening to slow down communications to an 
unacceptable degree. 


Of more immediate importance, however, is the 
consequence for Hong Kong of the downward floating 
of the pound sterling in recent months. As the 
greater part of Hong Kong’s external reserves, both 
of the Government and the banking system, are kept 
in London, this has resulted in a fall in the Hong 
Kong dollar value of these reserves. The Sterling 
Guarantee Agreement between Hong Kong and the 
United Kingdom guarantees only 90 per cent of these 
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reserves against any decline in the exchange value 
of sterling below US$2.40—£1, and there was no 
guarantee to cover the initial downward float from 
approximately US$2.60 to US$2.40—£1. The Hong 
Kong Government has, however, guaranteed the bank- 
ing system against any fall in the value of its sterling 
reserves in Hong Kong dollar terms, so, within this 
range, the Government is required to cover the loss 
not only of its own reserves but of those of the 
banking system as well. It is estimated that, as a 
result of this development, the value of the Govern- 
ment’s reserves in Hong Kong dollar terms has fallen 
by about a quarter. This is a factor which is bound 
to have some effect on the expansion of investment 
in the public sector in the coming years. 


INDIA 
Introduction 


Gross national product in 1971/72 is likely to 
have increased by not more than 4 per cent, as 
compared with 4.8 per cent in 1970/71 and 5.3 per 
cent in 1969/70. The main reason for this lower 
growth was the failure of coarse grain production 
(which more than offset the record increase in the 
production of wheat, cotton and jute) and the con- 
tinued unsatisfactory growth in industrial production 
of only 2.9 per cent. After showing remarkable 
stability, prices began to rise in the last quarter of 
1971/72, mainly because of the shortages of coarse 
grains. Demand pressures rose as a result of 
increased current government expenditure. The revised 
estimates of the Central Government budgeted outlay 
in 1971/72 was about Rs 5,020 million higher than 
the appropriated level. Part of this increase was 
financed by the greater contribution of tax revenues 
and public borrowing. The total budget deficit was 
Rs 3,850 million. Exports rose by 4.8 per cent, as 
compared with 8.6 and 4.1 per cent in 1970/71 and 
1969/70 respectively. The actual growth of exports 
may be obscured by the method of estimation, but 
it was substantially lower than the growth of imports 
which rose by 13.4 per cent, as against 3.3 per cent 
in 1970/71. As a result, the trade deficit worsened 
considerably. 


Conditions of severe drought have affected the 
kharif crop in 1972/73, although the recent wide- 
spread rain has improved the otherwise gloomy food 
situation. The industrial sector is expected to do 
better in 1972/73 as a result of some improvement 
in investment activity in 1971/72 compared with 
1970/71 and specific measures for industrial expansion 
and liberalization. Exports have increased sharply 
and are expected to perform better in the year. 


Part Two. Current Economic Developments and Policies 


Significant policy developments have taken place 
to secure economic development with social justice. 
Of particular significance are the new orientation of 
land reform programmes, programmes of ceilings on 
urban property and encouragement of the joint sector 
in the field of industries. The approach to the fifth 
plan emphasizes both improvement in the quality of 
living of the masses and strengthening the base for 
rapid development. 


Table II-7. Inp1iA: MAgsOR ECONOMIC INDICATORS 


1969/70 1970/71 1971/72 


Growth in national income (%) Dye! 4.8 4.0 
Foodgrain production (million 
tons) . ; 99.5 108.0 104.6 


Growth rate of industrial pro- 


Gtitetini nA eg cm Boo “4 Fal 4.8 2.9 
Net domestic savings (% of NDP) 8.67 9.47 10.0? 
Net inflow of foreign resources 

(EcotsNDE) ieee uae 0.78 Alb 15s 
Aggregate net investment (4-+5) 93> 10.5? Lils* 
Rate of increase in money supply 10.8 11.0 12.0 
Rate of increase in exports 4.1 8.6 4.6 
Rate of increase inimports . . —16.8 353 13.4 
Foreign exchange reserves (Rs 

illign) iy) ale ey Me eet OVOLO 7,323 8,487 


Source: Reserve Bank of India, Report on Currency and Finance, 
1971/72, p. 20. 
? Provisional. 
> As at the end of March. 


Recent economic developments 


(a) National income 


India’s national income increased by 5.3 per cent 
in 1969/70 and by 4.8 per cent in 1970/71. 
Estimates of national income for 1971/72 are not 
yet available but it appears likely that the growth rate 
was less than the 4 per cent envisaged in the Jndian 
Economic Survey 1971/72. As for 1972/73, agricul- 
tural production in the current kharif season has been 
affected by the delayed arrival of the monsoons. 
However, prospects for the rabi crop are good, the 
level of industrial activity is improving and export 
earnings are likely to be better. The prospects for 
the growth of national income in 1972/73 cannot 
be ascertained at this stage. It is believed, however, 
that it will be lower than that achieved in 1971/72. 


(b) Savings and investment 


Estimates of net domestic savings and net 
investment expressed as percentage of net domestic 
product at market prices, as recently estimated by the 
Reserve Bank of India, are given in the above table. 
A sectoral breakdown of aggregate investment data 
is not possible. Estimates of the public sector’s plan 
outlay of Rs 31,580 million in 1971/72 was higher 
in absolute terms as well in relation to total domestic 
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expenditure at market prices as compared to that in 
1970/71. The annual plan outlay for 1972/73 is 
Rs 39,730 million, or 26 per cent higher than for 
1971/72. Gross investment in the private corporate 
sector increased in absolute terms, although as a 
percentage of domestic expenditure it has remained 
broadly stable at a level slightly higher than that in 
1968/69. As compared with 1970/71 net investment 
as a proportion of net domestic product increased 
by one percentage point to 11.5 per cent in 1971/72. 
Household savings, which account for the bulk of 
domestic savings, formed about 8 per cent of NDP 
in 1971/72. Aggregate net domestic savings in 
1971/72 were estimated at 10 per cent of NDP as 
against 9.4 per cent in 1970/71. The difference in 
net saving and investment was made up by the 
inflow of foreign resources (net) which were 1.5 
per cent of NDP in 1971/72, as compared with 1.1 
per cent in 1970/71 and 0.7 per cent in 1969/70. 
Public sector savings accounted for 1.5 per cent of 
NDP, while corporate savings formed only 0.5 per 
cent of NDP at market prices. 


(c) Food production 


Food production increased substantially from 
99.5 million metric tons in 1969/70 to 108 million 
metric tons in 1970/71. In 1971/72, owing to bad 
weather conditions, food production is estimated to 
have declined by 3.7 million metric tons. The official 
final estimates put 1971/72 food production at 
104.6 million metric tons. However, production of 
wheat in 1971/72 achieved a record level of 26 
million metric tons which was 5.5 million metric tons 
higher than the level in 1970/71, thus exceeding the 
fourth plan target. Output of rice also increased by 
0.5 million metric tons and was estimated at 42.2 
million metric tons. Production of coarse grains, 
notably bajra (a kind of small millet) declined 
significantly. During the current year, the delayed 
arrival of monsoons seems to have affected consider- 
ably the kharif output. Recent rains have brightened 
the prospects for the rabi crop. Although no firm 
estimate of the loss of output are yet available, 
preliminary estimates put the figure at 8 million 
metric tons which is considerably lower than the 
earlier expectation of 15 million metric tons. This 
should not cause serious problems in view of the 
Government’s good stock position at the beginning of 
the fiscal year 1972/73. Substantial stocks were 
released to check the rising prices and, in November 
1972, the buffer stocks were estimated at the fairly 
satisfactory level of 4.1 million metric tons. These 
will be augmented by the 4.6 million metric tons 
procurement of rabi crops. 


(d) Production of commercial crops 


Production of cotton in the 1971/72 season was 
7.4 million bales, as against 5.7 million bales in 
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1970/71, thus reflecting an increase of 30 per cent 
and exceeding the target of 6.5 million bales in 
1971/72. This remarkable increase in cotton produc- 
tion was partly the result of the Government’s intensive 
Cotton District Programme which covered 13 major 
cotton-growing districts in the country. 


The output of raw jute increased substantially 
to 5.71 million bales in 1971/72, as against the 
partially revised estimates of 4.94 million bales for 
1970/71. In addition, mesta output in 1971/72 is 
estimated at 1.13 million bales, which is slightly lower 
than the 1.26 million bales in 1970/71. Efforts to 
increase production were greatly intensified in 
1971/72. Although firm estimates are not yet avail- 
able, jute output in 1972/73 is expected to be lower 
than in 1971/72. 


Output of oilseeds fell in 1971/72 and no evidence 
of a major break-through in the production of oil- 
seeds is visible. ; 


Sugar production during the 1971/72 season 
(October-September) is estimated at about 3.1 million 
metric tons as against 3.74 million metric tons in 
1970/71. This decline in production resulted from 
the fall in sugarcane production and its diversion to 
the manufacture of gur. In 1972/73, the sugarcane 
crop is expected to increase by about 5 per cent over 
1971/72. 


(e) Industrial production 


Industrial production increased by 2.9 per cent 
in 1971, as against 4.8 per cent in 1970 and 7.1 
per cent in 1969. It thus appears that the rate of 
industrial growth in the fourth plan would be much 
lower than the plan target of 8 to 10 per cent per 
annum. Shortages of critical inputs (e.g. raw cotton, 
iron and steel), transport bottlenecks, shortage of 
power, capacity bottlenecks and shortage of demand 
for certain products have all contributed to the 
sluggishness of the industrial sector. 


The available evidence suggests that, since the 
beginning of 1972, the rate of industrial production 
has accelerated considerably. During the first seven 
months of 1972/73, industrial production has grown 
sufficiently to enable the annual rate to exceed 7 per 
cent for the year. A major factor in the recovery 
of the rate of industrial growth seems to be the 
recovery in the output of textiles to a normal level. 


(f) Budgetary developments 


Revised estimates for 1971/72 indicate that total 
central government expenditure was Rs 10,700 million 
higher than budgeted. The increase was shared about 
equally by the expenditure on current and capital 
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account, i.e. Rs 5,200 and Rs 5,300 million respec- 
tively. This increase was financed through additional 
taxation and borrowing from the public. Central 
taxes contributed an additional Rs 2,380 million, 
market loans Rs 1,260 million and small savings 
Rs 300 million. Additional taxation mainly came 
from income and corporation taxes and from customs 
duties arising from increased imports. As a result, 
the over-all budgetary deficit amounted to Rs 3,850 
million or Rs 1,520 million more than the budgeted 
account. 


The budget for 1972/73 provides for a somewhat 
lower total expenditure of Rs 68,130 million, as 
compared with the Rs 70,530 million estimated for 
1971/72. As compared with the budgeted figures 
of 1971/72, envisaged total expenditure in 1972/73 
is Rs 10,700 million higher. Budgetary provisions for 
the central and centrally-sponsored plan schemes have 
risen from Rs 14,557 million in 1971/72 to Rs 17,870 
million in 1972/73, i.e. by Rs 3,320 millon or 23 
per cent. A major share of this increase will go to 
the public works and social welfare programmes. 
Provisions for agencies and programmes for marginal 
farmers, agricultural labourers and nutrition are 
doubled. The allocation for state plans has also been 
increased. The additional governmental expenditure 
is to be financed by additional receipts from taxation 
amounting to Rs 3,820 million which will accrue from 
the previous year’s upward revision in tax rates. As 
a consequence, the over-all budgetary deficit is placed 
at Rs 3,750 million, which is Rs 1,000 million less 
than that estimated for 1971/72. 


(g) Price trends 


The price trends until December 1971 showed a 
remarkable stability in face of mounting pressure 
from current government expenditure. Between the 
end of June 1971 and the end of December 1971, the 
general price level went up only by one per cent. 
However, prices have increased substantially in 1972, 
particularly since May. Thus, between July 1971 
and 1972 the wholesale price index increased by 6.8 
per cent, compared with an increase of 3.1 per cent 
in the corresponding year. The All-India Consumer 
Price Index for Industrial Workers recorded an 
increase of 5.8 per cent from July 1971 to June 
1972, as against an increase of 1.1 per cent during 
the preceding 12-month period. With the exception 
of industrial raw materials, all the major items 
included in the wholesale price index shared in the 
rice. Foodgrain prices, which had declined by 2.4 
per cent between July 1970 and June 1971, increased 
by 14 per cent between July 1971 to June 1972; 
prices of manufactures increased by 5 per cent, as 
against 8.6 per cent in the preceding 12-month 
periods. In the foodgrain group, the price rise was 
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sharpest in the case of coarse foodgrains whose output 
fell significantly in 1971/72. The prices of wheat 
also went up by 3.8 per cent from July 1971 to June 


1972, despite a record crop. This was presumably : 


the result of increased compensatory demand for 


wheat on account of reduced production of coarse . 
Furthermore, the delayed arrival of © 
monsoons in the summer of 1972 and its possible ~ 


foodgrains. 


effect on kharif production accentuated the pressures 
on prices which have increased sharply since July 
1972. Indeed, the shortfalls in production of food, 
sugar and oilseeds have been major contributory 
factors to the sharp rise in prices. 


(h) Money supply 


Money supply with the public increased by 12 | 


per cent in 1972, as against 11 per cent in 1970/71 © 


and 10.8 per cent in 1969/70. 


The increase was 


evenly shared by money and quasi-money which form 4 


about two-thirds and one-third of the total money 
supply respectively. 


Government. 


(i) Foreign trade 


Exports increased from Rs 15,356 million in 


1970/71 to Rs 16,050 million in 1971/72 or by 4.6 || 
per cent, as compared with an increase of 8.6 per — 
After allowing for the implications 


cent in 1970/71. 
of the new method of compiling export statistics that 
was introduced in November 1970, exports seem to 
have grown at an average annual rate close to 5 per 


cent during 1970/71 and 1971/72. Although recorded — 


statistics do not permit an accurate analysis of the 
role of various commodities in export growth in 


To a large extent, this increase — 
was the result of the increased over-all deficits of the © 


1970/71 and 1971/72, the major element was the 


sharp increase in the export of jute goods. 


Imports, on the other hand, increased by 13.4 
per cent in 1971/72 to reach a level of Rs 18,530 
million, as against 3.3 per cent in 1970/71. Short- 
falls in domestic production of certain critical inputs, 
such as iron and steel, and a liberal import policy 
for maintenance imports contributed to the increase 
in imports. 


As a result, the trade deficit widened from 


Rs 990 million in 1970/71 to Rs 2,860 million in ~ 


1971/72. 


Gross aid disbursements continued to decline ~ 


and were Rs 7,780 million in 1971/72, as compared 
with Rs 7,910 million in 1970/71 and Rs 8,560 
million in 1969/70. Net aid flows also declined to 
Rs 3,280 million in 1971/72, as against Rs 3,410 


india 
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million in 1970/71 and Rs 4,440 million in 1969/70. 
The decline in net aid flow would have been even 
greater if the amortization payments had grown 
normally. In fact, amortization payments declined to 
Rs 2,840 million in 1971/72, as against Rs 2,900 
million in 1970/71, presumably due to debt reschedul- 
ing. The increase in interest payment in 1971/72 
over 1970/71 was only Rs 60 million, compared with 
the increase of Rs 140 million in 1970/71 over 
1969/70. 


The foreign exchange reserve situation improved: 
total reserves increased by Rs 1,163.4 million and 
stood at Rs 8,487.8 million in March 1972. This 
may be compared with a decline of Rs 886.1 million 
in the corresponding period in 1970/71. 


India’s exports, including re-exports, increased 
by about 18.2 per cent in the first five months of 
1972/73. Imports on the other hand registered a 
decline of 8.5 per cent. The trade balance, therefore, 
improved considerably. On _ present indications, 
India’s balance of payments in 1972/73 should not be 
a cause of any serious concern. The economy’s 
foreign reserves amounting to about 50 per cent of 
annual imports are sufficient to take care of adverse 
developments on the foreign exchange front in the 
short run. 


Policy developments 


In order to make up for the shortfall in kharif 
production, the Government has launched a crash 
programme designed to increase the rabi and 
summber production by 15 million tons (9 million 
tone of wheat, 4.5 million tons of rice and 2 million 
tons of vegetables). The main emphasis of the new 
programme is on augmenting irrigation facilities, 
especially through quick implementation of minor 
irrigation programme, and through increased supplies 
of fertilizers, seeds, pesticides and plant protection 
material to 7.5 million additional hectares under high- 
vielding varieties of wheat and one million hectares 
under new varieties of rice. About 50 per cent of 
the supplementary demand for additional expenditure 
by the Central Government in the current parlia- 
mentary session is earmarked for the purpose. The 
Government has also decided to import 2 million tons 
of foodgrains on a commercial basis to augment its 
stocks. 


Under the Cotton District Programme, an area 
of over 38,000 hectares was brought under a high- 
yielding variety. Although it is too early to estimate 
1972/73 production, the expectation is that the output 
may be close to that of the previous year. 


A Jute Corporation has been set up to stabilize 
prices of raw jute and also to enter into trade in 


manufactures as and when considered necessary. The 
minimum support price of raw jute was increased 
to Rs 113.87 per quintal for the 1971/72 season. In 
June 1972, the minimum statutory support price for 
the 1972/73 season was further raised to Rs 115 per 
quintal. The price differential between the minimum 
price in Calcutta and up-country jute centres is to be 
fixed by the Jute Corporation of India. 


The Government has made an effort to raise 
oilseed. production by encouraging the cultivation of 
sunflower and soyabean. There is also an Integrated 
Oilseeds Development Scheme covering all five major 
oilseeds. The emphasis of the programme is on 
improved seeds, fertilizer availability, and plant 
protection measures. 


The Government has recently announced a new 
sugar policy for 1972/73, whereby the minimum price 
of sugarcane has been fixed at Rs 8 per quintal 
linked with a recovery rate of 8.5 per cent. The 
new policy is designed to raise production of sugar- 
cane and also to enhance the competitive capacity 
of the sugarcane factories for the supplies of sugarcane 
vis-a-vis the producers of gur and khandsari. 


In 1972, the Government initiated several steps 
io increase industrial production. Permission to 
double capacity utilization has been extended to 65 
priority industries, as against 54 previously. Joint 
ventures financed and controlled by the Government 
and utilizing private managerial talents are being 
encouraged. Measures have been taken to safeguard 
against the undue profits made by big private indus- 
trial enterprises and foreign concerns from the 
measures of liberalization. The Government took 
over 46 “sick” textile mills, raising the number of 
such mills under public control to 96. Preferential 
treatment is given to small and medium units in back- 
ward areas by way of providing them with con- 
cessionary institutional loans at an interest rate of 
7 per cent, as compared with the normal rate of 8.5 
per cent. Furthermore, research and development 
activity is being made obligatory for all industrial 
undertakings having a sizable turnover and units in 
the core and heavy investment sector; corporation 
research associations are to be encouraged for small 
and medium units. 


The Government is trying to contain price rises. 
The role of the State Trading Corporation in handling 
the foodgrains operation is being expanded. Releases 
from the stocks of foodgrains held by governmental 
agencies have been accelerated. The number of fair- 
price shops was increased from 122,000 at the end 
of May 1972 to 146,000 at the end of August 1972 
and the Government is considering making them a 
means of distributing essential consumer goods on a 
permanent basis. The Government has been able to 
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procure 3.5 million tons of rice and coarse grains 
out of the current year’s kharif crop. For the first 
time, procurement prices for wheat for the 1973/74 
marketing season have been announced before the 
sowing of the crop; procurement prices for wheat 
are the same as for the previous year, but those for 
rice have been increased by a small margin. To 
restrain the price of sugar, the proportion of sugar 
for sale through fair-price shops has been raised and 
the price of levy sugar have been further reduced 
from Rs 2.26 per kg to 2.15 per kg, effective from 
1 December 1972. The crash programme for increas- 
ing production of food in the rabi season should also 
help ease the situation. 


Further measures to keep prices from increasing 
include restrictive fiscal and monetary policies and a 
large procurement of rabi crops. Fiscal action is 
aimed at raising Rs 3,230 million from public loans 
(about Rs 1,000 million higher than the figure in 
the 1972/73 budget), with the intention of restricting 
the excess liquidity in the economy. Deficit financing 
is closely watched and non-plan government expendi- 
ture is minimized. The Central Bank has recently 
raised the bank liquidity ratios and control of credit 
expansion is exercised through selective commodity 
advances. The Government has announced a procure- 
ment target of 4.6 million tons for the rabi crops; 
4 million tons of rice and 0.6 million tons of coarse 
grains. This would reinforce the buffer stocks which 
had fallen to 4.1 million tons on 1 November 1972 
from the peak level of 8.9 million tons before the 
current financial year started. 


The Government's trade policy continues to lay 
stress on export promotion and exports are expected 
to grow from about Rs 16,000 million in 1971/72 to 
Rs 17,300 million in 1972/73 or by 8.1 per cent. 
The larger part of this increase is expected to be 
provided by the export of engineering goods which 
did not perform well in 1971/72. In pursuance of 
this objective, the developmental role of the Trade 
Development Authority and public sector trading 
agencies is being progressively expanded. Exports of 
mica, coking coal, coke and non-coking coal were 
channelled through the National Mineral Trading 
Corporation, while exports of castor oil were 
channelled through the State Trading Corporation. 
The scope of quality control and pre-shipment inspec- 
tion has been further widened. Currently, nearly 
85 per cent of India’s exports come under the 
purview of some form of quality control and pre- 
shipment inspection. As regards imports, much will 
depend on the future trend of domestic production of 
iron and steel, fertilizers and raw cotton. Moreover, 
India faces a severe problem in servicing its external 
debt which currently absorbs 30 per cent of its export 
earnings. 
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Problems and prospects 


The good prospects of rabi crops, as a result of 
widespread winter rains and government crash pro- 
grammes, have brightened the food situation and the 
shortfall in production will be much lower than was 
earlier expected. Industrial activity is showing signs 
of recovery and export earnings are likely to perform 
better, as indicated by their performance in the first 
six months of the fiscal year. Balancing these 
welcome elements against the background of a sharp 
fall in agricultural production, the rate of growth 
in 1972/73 is likely to be lower than the plan target. 
The measures introduced by the Government should 
succeed in checking price rises. The satisfactory 
foreign exchange reserves situation should take care 
of a short-run balance of payment difficulties, but 
the long-run balance of payment situation is shrouded 
with uncertainty. Debt servicing is exerting increas- 
ing pressures on the balance of payment, and much 
undoubtedly depends on the conditions of debt 
rescheduling and debt concessions available from the 
creditor countries. 


Some of the short-term policy developments also 
have implications in the context of problems of mass 
poverty and unemployment which are causing con- 
siderable concern in India. The Government’s con- 
cern for achieving economic growth with social 
justice, is reflected in certain recent developments as 
well as in the approach to the fifth plan. Control 
on the distribution of credit through bank nationali- 
zation, the new drive to more realistic and effective 
land reforms, proposed legislations for ceilings on 
urban property, emphasis on public work programmes 
etc. are measures directed to achieve better redistri- 
bution of income. The approach to the fifth plan, 
which has been recently approved by the Central 
Cabinet, places equal emphasis on social justice and 
economic growth. Programmes for providing direct 
employment through public work programmes, hous- 
ing, and other labour-intensive productive jobs, and 
improvement in the quality of living through better 
health, education and provision of basic amenities of 
life are emphasized, along with the growth of the 
core industries which are considered crucial for 
strengthening the base for the rapid development of 
the economy. The emphasis on production of goods 
for mass consumption as against production of luxury 
goods, and on domestic revenue mobilization is 
noteworthy. 


INDONESIA 


Introduction 


The year 1972 was the fourth year of the first 
five-year development plan. GDP grew by 6.3 per 
cent in 1969, by 6.9 per cent in 1970 and by an 
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estimated 7 per cent in 1971. The GDP rate of 
growth in 1972 is expected to be around 7-8 per cent. 


The recessionary conditions in North America 
and Western Europe in 1971 had an adverse effect 
on Indonesia’s exports but the Smithsonian currency 
realignment in December 1971 provided some 
stimulus to Indonesia’s exports of traditional commo- 
dities, especially copra and rubber; favourable 
conditions for exports of extractive products, such as 
oil, minerals and timber are also evident. 


The public sector continues to expand, both with 
respect to its expenditure and to its revenue. Total 
government expenditure grew by 35 per cent in 1970, 
by 20 per cent in 1971 and, by an estimated 34 per 
cent in 1972. Both money supply and bank credit 
have been expanding with the expansion of the 
economy as a whole. Prices increased by 2.4 per 
cent in 1971 and by 2.7 per cent in the first nine 
months of 1972. 


Table II-8. InponEsIA: MAIN ECONOMIC INDICATORS 


1969 1970 1971 1972 
GDP growth rate (per cent) Vel 6.9 7.0 Hkeok: 
Exports f.o.b. (US$ million) 995.0 1,039 1,204 1,374” 
Imports f.o.b. (US$ million) 995.0 1,071> 1,102? 1,284” 
Consumers price index (Dja- 575.0 626 641 658 
karta, September 1966 = (Sep.) 
100, end of period) 
Money supply change (per +58.0 +33.9 -+29.7 +-25.7 


cent) (Sep.) 
Total bank credit change (per +26.0 +48.3 +18.0 -+-19.8 
cent) (Sep.) 
Production of rice (million 10.6 12.2 12.8 13:5" 
tons) 


Sources: Central Bureau of Statistics, Monthly Report, Septem- 
ber 1972; Central Bank Report (monthly); Depart- 
ment of Finance (annual budget); and Appendix to 
the President to the members of Parliament, 16 August 
1972. 

* Estimate. 
> Fiscal year, ended March. 


Recent economic development 


(a) Output and growth 


Statistics indicate that the economy has grown 
continuously since the inception of the first five-year 
development plan in 1969. Production of most 
agricultural products has increased, including the pro- 
duction of rice from 12.2 million tons in 1970, to 
12.8 million tons in 1971. Mid-year estimates placed 
rice production at 13.3 million tons in 1972, based 
on a good main season crop. ‘These increases are 
mostly the result of improved productivity, arising 
from the rice intensification programme, and of 
increases in the area under cultivation. The rice 


intensification programme, which has emphasized the 
use of new seeds, fertilizers and the improvement of 
infrastructure and credit facilities, has mostly been 
applied to Java. However, during the last two months 
of 1972, the price of rice increased rapidly as it 
became apparent that rice production would fall below 
expectations and that the dry season crop was lower 
than expected, due mainly to prolonged drought in 
several areas and floods which damaged around 
160,000 hectares of paddy land. Thus, for the first 
lime since the second five-year plan started in 1969, 
rice production fell below the target set. During 
the fiscal year 1972/73, it is expected that rice 
imports from various sources will amount to 1.5 
million tons. In order to improve the rice situation 
for the coming years, the Government has under- 
taken steps to increase the availability of fertilizers 
and other inputs and has liberalized credits granted 
lo farmers. Production of food crops such as corn, 
cassava and groundnuts, which rose during the first 
half of the year, was affected by the prolonged 
drought and this aggravated the shortfall in food 
availability in general! Production from fishing 
activities rose throughout the year. 


Despite depressed prices on the world market, the 
production of export commodities such as rubber, 
tea, coffee, pepper, timber, etc., has been increasing. 
The only exception is the output of coconut products, 
which have declined. 


Indices of industrial production are still not 
available. However, there are indications that output 
of key commodities has increased. Production of 
cotton yarn increased by more than 10 per cent in 
1971 and the production of textiles by 22 per cent 
in the same period. Output of textiles is estimated 
at 732 million metres in the fiscal year 1971/72. 
Production of fertilizer (urea) in 1971 was 104.7 
thousand tons, an increase of 6.4 per cent over the 
production level in 1970. Cement production was 
543.8 thousand tons in 1971, an increase of 1.8 per 
cent on that of the previous year. Production of 
tyres, caustic soda, paper and soap also increased 
considerably in 1971. 


General speaking, the improvement in industrial 
activities is reflected in increases in the volume of 
production, in improvement in the quality of products, 
in the increasing number of domestically produced 
commodities, in the increase of private investment, 
including foreign as well as domestic investment, and 
in the fact that more and more imports are comprised 
of raw materials, spare parts and other forms of 
capital equipment. 


1 Professor Widjojo Nitisastro’s government statement on the rice 
situation to Parliament, 14 December 1972. 
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Increasingly important is the production of some 
extractive industries, including especially oil, minerals 
and timber. Production of crude oil in 1971/72, at 
341.5 million barrels, was an increase of 5.3 per cent 
over the previous year. Production of tin has 
increased by 1.3 ihousand ions in 1971/72 or an 
increase of 7.3 per cent over the previous year. 
There have also been considerable increases in the 
production of coal, bauxite, and iron sand. 


(5) Balance oj payments 


The value of non-oil exports for the fiscal year 
1971/72 was US$784 million, an increase of 3.0 per 
cent. It is estimated that, for the fiscal year 1972/73 
(April 1972 to March 1973), non-oil exports will be 
around US$885 million. This would mean an increase 
of 124 per cent, on the level of the fiscal year 
1971/72. The slow growth in the world economy 
depressed Indonesia’s exporis in 1971 and in ihe first 
quarter of 1972. This is reflected in the small 
increase in traditional exports in fiscal year 1971/72. 
Total exports (including oil) in 1971/72 were 
US$1,374 million, an increase of 14.1 per cent from 
the previous period, but of this, exports of oil 
increased from $443 million in 1970/71 to $590 
million in 1971/72, an increase of 33.2 per cent. 
Indeed, over the last few years, exports of “tradi- 
tional commodities” such as rubber, copra, coffee, 
pepper, palm oil, tea, tobacco and tin, has been 
sluggish. Exports of rubber went down by 5.9 per 
cent in 1970 and by 23.2 per cent in 1971. Worse 
still, it is estimated that they will again decrease in 
1972. Exports of copra have also declined markedly. 
However, the slow growth of exports of most tradi- 
tional commodities and the decrease of some others 
has been compensated for by the rapid growth in oil 
and timber exports. As a result, total exports show 
a significant increase. The future development of 
Indonesia’s exports should follow a similar pattern 
with exports of processed timber taking a progressively 
larger share than log exporis. 


Recognizing this, the Government has pursued a 
policy of stimulating the diversification of exports. 
The production of new commodities for export, 
including maize, cattle feed, craft products, fish, 
shrimp, eic., has been encouraged. Incentives have 
been offered for the processing of commodities for 
export to gain the benefit of increased value added. 
Efforts have also been made to secure new markets 
abroad. 


Total imports for the fiscal year 1971/72 were 
US$1,339 million. Import policy has aimed at assist- 
ing domestic manufacturing activities and at main- 
taining price stabilty. Total imports increased by 
21.5 per cent in 1971/72, but the composition has 
progressively changed in line with development activi- 
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ties. Imports of consumption goods declined from 
33.1 per cent for total imports in 1969, to 30.8 per 
cent and to 24.4 per cent, respectively in 1970 and 
1971. At the same time imports of capital goods, 
spare parts and raw materials for domestic production 
have been increasing. In 1971 imports of raw cotton, 
cotton yarn, and fertilizers increased by 58, 135 and 
52 per cent respectively. The decrease in imports 
of consumption goods reflected a reduced flow of 
imports of rice and wheat flour in 1971. 


Foreign capital inflows, including both private 
investment and official aid, have significantly increased 
in 1971/72. There has been some improvement in 
foreign exchange reserves in spite of an increase in 
foreign debt service payments. A summary of the 
balance of payments is given in table II-9 below. 


Table II-9. InpoNngesiA: BALANCE OF PAYMENTS 
(in million US dollars) 


1969 1969/70 1970/71 1971/72" 
Goods and services 
Exports fob... . . . 995° 1,039) > 1204) 1374 
Imports f.0.b. . —993 —1,071 —1,102 —1,339 
Services (net) . —396 —471 —469 —557 
Balance on current account. —394 —449 -—367 —522 


Official transfers of capital 

(programme and project 

Beye ah) - ay ote 315 359 369 419 
Miscellaneous private capital 63 17 115 203 


Debt service payment . . —39 —44 —68 —107 
Monetary movement (net) . 20 43 —21 —27 
Allocation of SDR . . . _ 35 28 28 
Net errors and omissions. 35 39 —56 6 
Balance on capital account. +394 +449 +367 +522 


Appendix to the State Address of the President to the 
members of Parliament, August 16, 1972. 


* Estimate. 


Source: 


(c) Public finance 


Government expenditure, both for routine as well 
as for development purposes, has been steadily 


expanding, although the budget has been balanced. — 


This has been due to the Government’s policy of 
pursuing economic growth with stability. One 
important development is that public savings, or the 
surplus in the routine budget, have been increasing. 


Government routine revenue rose from 344.6 million 


rupiahs in 1970/71 to 428.0 million rupiahs in 
1971/72, an increase of 24.4 per cent. At the same 
time routine expenditure rose from 288.2 million 
rupiahs to 349.1 million rupiahs, an increase of 21.1 
per cent. This resulted in an increase of the surplus 


from 56.4 million rupiahs to 78.9 million rupiahs, an 


increase of 39.9 per cent. 


The increase in routine expenditure was due 


largely to an approximately one-third rise in public 
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service salaries and to the increase in subsidies to 
regional governments. Increases in revenue were 
largely due to the improvement in tax regulations in- 
cluding the widening of tax bases and improvements in 
tax administration. As a result the contribution of 
direct taxes to total revenue has increased from 35.5 
per cent in 1970/71 to 42 per cent in 1971/72. 


Rupiah revenue from foreign aid increased from 
78.9 million rupiahs to 90.5 million rupiahs in the 
same time period. 


Development expenditure increased from 128.1 
million rupiahs in 1970/71 to 150.9 million rupiahs 
in 1971/72 an increase of 17.8 per cent. 


(d) Investment 


Political and economic stability, on the one hand, 
and expansion in development activities through the 
government programme on the other, have stimulated 
a more favourable climate for private investment, both 
domestic and foreign. 


Domestic investment approvals in the fiscal year 
1971/72 increased by 50 per cent or an amount of 
305.3 billion rupiahs. Foreign investment has also 
risen although actual investment flows remain con- 
siderably below approved levels. The most important 
sectors have been mining, forestry, textiles, light 
industries, pharmaceutical industries, fisheries and 
estates. 


(e) Money, credit and prices 


The money supply increased by 29.6 per cent 
during the fiscal year 1971/72, and total money in 
circulation was 350.9 billion rupiahs by the end of 
the fiscal year. The money supply continued to rise 
in the following year and by September 1972 reached 
400.2 billion rupiahs, an increase of 25.7 per cent. 


Total bank credit has increased through the 
period, including investment credit through govern- 
ment banks. In March 1972 total credit amounted 
to 521.4 billion rupiahs and consisted of 247.6 billion 
rupiahs from the Bank Indonesia, 232.0 billion rupiahs 
from the State’s banks and 41.8 billion rupiahs from 
private banks. 


The increase of the Bank Indonesia’s credit is 
largely a result of credit given to the state banks for 
investment financing. Aside from that, part of the 
Bank Indonesia’s credit has been used for the rice 
procurement and distribution programme of the 
Government. The rapid expansion in the money 
supply and in credit estimated is a reflexion of the 


expanding economic activities of both the public and 
private sectors. 


Price stability has been maintained during the 
period in spite of the expansion of the money supply 
and credit facilities. Prices rose by 2.4 per cent in 
1971 and by a further 2.7 per cent in the first nine 
months of 1972. There has recently been a tendency 
for prices of some commodities such as rice, sugar 
and items of food and clothing to increase. However, 
this increase is to some extent related to seasonal 
festivities. 


In the case of rice, the rapid rise in price during 
the closing months of 1972 was also due to the actual 
shortfall in domestic rice production stated earlier. 
The Government was unable to intervene in the 
market due to low stocks which were in turn caused 
by a shortfall in government rice purchases on the 
domestic market, as the standard set for such 
purchases was apparently too high.? ~ Substantial 
imports in late 1972 and scheduled for the first quarter 
of 1973, the crucial “between harvests” period, helped 
to check the rise in rice prices. 


Policy developments 


In the past few years Indonesia’s economy had 
been characterized by expanding economic activities. 
The first three years of the five-year development plan 
period have witnessed a 15 per cent annual rate of 
increase of public development expenditure, excluding 
those financed by programmed aid; a 15 per cent 
annual rate of increase in export earnings; a signi- 
ficant rate of increase in time deposits, and the assets 
of the banking system; and an increase in the produc- 
tion of many manufactured commodities. At the same 
time, the rate of inflation had been low throughout 
the period. Inflation, which was as high as 630 per 
cent in 1966 was only 3.4 per cent in 1971. 


The Government’s policies on fiscal, monetary 


and trade matters have been increasingly directed 


towards the stimulation of investment and productive 
activities. At the same time, increased efforts have 
been made to improve the infrastructure and to 
facilitate development activities. The improvement of 
infrastructure includes irrigation facilities, highways, 
harbours and_ telecommunication facilities. Also 
involved have been the improvement of government 
administration and of the institutional framework 
within which all economic activities are to operate. 


More systematic and integrated efforts have been 
made to improve the agricultural sector, to promote 
manufacturing activities and to increase exports. 


2 Professor Widjojo Nitisastro’s statement to Parliament, 14 Decem- 
ber 1972. 
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Monetary, fiscal and ‘trade policies, coupled with 
industrial and agricultural policies, are aimed at the 
economic expansion of the above sectors. 


Problems and prospects 


Although affected by the slugsishness of the 
world economy im 1971 and the first part of 1972, 
exports in 1972 and for several years to come seem 
io show promising prospects. Exports will show a 
high rate of growth in 1972. Exports of “traditional 
commodities”, which provide a major source of 
employment in the economy, will grow only at 
around 2 to 3 per cent per annum. The significant 
rate of growth in exports comes largely from extrac- 
tive commodities such as timber, oil and hard 
minerals, which are much less labour-imiensive. The 
prospecis for the balance of payments, however. are 
encouraging. With a substantial growth of exporis 
and good prospecis for foreign capital inflows, includ- 
ing both official aid and private investment, the 
economy will be able to finance increased imports. 
“At the same time. the fact that exports are more 
and more concentrated upon a limited number of 
commodities (namely oil, timber and rubber) and a 
lumited market, increases the degree of dependence of 
the economy. To remedy this situation, the Govern- 
ment is making special efforts to secure export 
diversification. 


It has become more apparent that economic 
development requires accelerated growth rates. The 
economy has to cope with problems of unemploy- 
ment, rapidly growing population and the securing 
of a more equitable distribution of income. The 
Government is well aware of these problems and the 
objectives of the second five-year development plan 
will emphasize such aspects of development. 


Economic growth requires growth not only in 
exports, but in all sectors of the economy. In order 


Table 11-10. Tran: Mayor economic nypIcaTors 

Growth rate Fourth pisz 

6a ISTE i722 sttusl rsie 

I97I 1972 I96E-1972 
GNP* (bolo sss) lee Ce 5692 739.7 $00.3 144 14.0 119 
Capel finrm=tinng” (bien rials) - 126.3 177.0 2124 26.3 20.0 13.4 
Saving/GNP ratio . . . . . . . . #198 232 23.8 = om ab 
Induswics and mines, waluc added (billion mls) $2.8 1182 138.3 WA 17.0 13.8 
Agnoulere,” walue afded (billion ricis) - 119.7 124.5 136.5 —36 10.0 43 
Imports of gonds (US$ militias) 3392 2,060.9 2336.7 229 26.0 = 
Exporss of moz-od goods (US$ million) - 2169 3445 462 24.0 34.0 — 
Exports of ol (thoms2znd memic mas) - 136538 193,953 224,807 20.3 13.0 — 
Moncy supply (bdton techs) 060 Cee Cit = 117.9 1517 20.0 29.7 —_— 
GNP pre defor . - - . . 2. ss — _ 1135 5.3 5.0 3.6 

Comsumer price imdex (21 March 1969/ 

20 Maxm 1970 — 100) - . . .§. 96.6 107.1 — 55 6.0 — 


Somrce: Economic Research Depestment, Central Bank and the Plan Organization. 


Estemcte_ 
® Ar comsizot 1959 prices. 
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to maintain a higher growth rate in GDP, saving and — 
investment have to grow even faster. Total invest-_ 
ment has been estimated to be around 12 to 13 per ~ 
cent of GDP. However, part of this investment has 
been financed by foreign capital inflows, including 
both private imvestment and official development | 
assistance. It is obvious that a higher rate of | 
domestic investment is required to secure satisfactory 

development. This means that the rate of savings, 
both private and public, has to be raised in the future. : 


In view of the fact that economic development 
involves factors other than an increase in GNP, 
economic policies have to solve the problems of | 
unemployment, and the distribution of income. The 
fact that the highest rate of growth of exports comes © 
from relatively lesser labour intensive activities, such — 
as the export of oil, hard minerals and timber, requires 
policies to cope with the problems of unemployment, * 
in the traditional export sector. 


Agricultural development will continue to play a — 
major role in development activities, although a - 
gradual shift to industrialization is the objective for 
the economy as a whole. Industrial development is 
currently based on encouraging processing industries | 
and those which are complementary to agriculture. 


IRAN 
introduction 
During the last decade, Iran’s average annual 
tate of growth of GNP was 10.4 per cent at constant 
prices and 12.6 per cent at current prices. The 2 


per cent rate of change of the GNP price deflator per 
annum has also been a notable achievement. 
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The concentration ratio for the urban areas, 
which continued to deteriorate up to 1969, has 
improved noticeably during the last three years. The 
fifth development plan, which will be launched in 
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March 1973, has suggested a number of policy 
measures for further improving the size distribution 
of income while maintaining the average annual rate 
of growth of GDP at 11 per cent. The main goal 
of the Government for the next five years is to 
achieve a high rate of growth of income with price 
stability and a more equal distribution of income. 


Recent economic developments 


(a) Gross national product 


In 1971, GNP rose by about 14 per cent at 
constant prices and 20 per cent at current prices, thus 
exceeding the target rate of 9.4 per cent of the fourth 
development plan. The services, national oil! and 
the industrial group? provided the major (7.5, 4.9 
and 4.1 per cent respectively) contributions to the 
growth of GNP. The relative contribution of 
agriculture was negative. 


Droughts and unfavourable climatic conditions 
had a detrimental impact on the performance of the 
agricultural sector, and value added declined by 3.6 
per cent in 1971, reducing the relative share of this 
sector in GDP from 20.0 to 16.8 per cent in 1970. 
A fall in the production of wheat, barley, rice, cotton, 
tea and livestock was responsible for the negative rate 
of growth of value added in agriculture. 


The industrial and mining sector had a 17 per 
cent rate of growth in real terms in 1971, as compared 
with 11 per cent in the previous year. Petrochemicals, 
basic metals, steel and electrical machinery contributed 
to the surge in industrial progress in 1971. 


National oil had a 24 per cent rate of growth 
at constant prices and 33 per cent at current prices 
in 1971, with its share in GNP rising to 20 per cent. 
Due to expansion of construction activity in the 
public sector, the construction sector realized a 18.5 
per cent rate of growth. Accordingly, the public 
sector's share in value added in construction rose 
from 57.5 per cent in 1970 to 59.4 per cent in 1971. 


Although the public sector’s consumption expen- 
diture had an unprecedented 29 per cent rate of 
expansion, aggregate consumption expenditure rose by 
8.5 per cent at constant prices. Gross domestic fixed 
capital formation increased by 27 per cent. In 1971, 
about 63 per cent of the gross domestic fixed capital 
formation was in construction and the remainder in 
machinery and equipment. The public sector’s share 
in capital formation was 61 per cent (the same as in 
1970) and that of the private sector was 39 per cent. 


1 Excluding the share of the Oil Consortium and other oil com- 


es. 
2 Including industries and mines, construction and water and power. 
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In 1971, exports of goods and services rose by 
about 20.2 per cent at constant prices, but imports 
of goods and services increased by only 15.5 per 
cent. The share of oil in total exports fell slightly 
from 91.2 per cent in 1970 to 90.2 per cent in 
1971. The national saving-GNP ratio rose to 23.2 
per cent in 197] compared with 19 per cent in 1970, 
but investment demand lagged somewhat behind the 
increased savings resources of the economy. 


Real GNP in 1972 is estimated to grow by 14 
per cent and the GNP price deflator by about 5 per 
cent. The rate of growth of value added in agricul- 
ture is estimated at 10 per cent at constant prices 
and about 14 per cent at current prices. The national 
oil sector is estimated to have grown by 13.5 per 
cent. Among the industrial sectors, output of water 
and power rose by about 20 per cent, while the 
remaining industries maintained their previous high 
growth rates. The service sector is estimated to grow 
by 17 per cent which is in excess of the average 
achieved during the fourth development plan. The 
forecasts for consumption expenditure by the private 
and the public sectors and for investment expenditure 
are 11, 20 and 20 per cent respectively. Savings- 
income and the investment-income ratios are estimated 
at around 24 per cent. The oil sector has been 
responsible for the rise in national savings and 
investment. 


(d) Money and credit 


In 1971, assets (and liabilities) of the banking 
system expanded by 28 per cent. In the consolidated 
balance sheet of the Iranian banking system, net 
foreign assets typically increased by. 37 billion rials. 
Unlike the performance in 1970, the public sector’s 
net reliance on the banking system in 1971 was 
negative. Although it utilized up to 29.3 billion rials 
of bank~- credit, its deposits increased by about 40 
billion rials. 


The private sector continued to rely upon the 
banking system for the provision of funds. The 
existence of excess reserves in the banking system 
facilitated the extension of credit. Quasi-money 
increased substantially by about 30 per cent (41 
billion rials). The money supply increased by about 
20 per cent (about 20 billion rials). Of this amount, 
11 billion rials was in the form of demand deposits 
and the rest in coins and notes. The expansion of 
the money supply occurred in response to the rapid 
rate of growth of income and the private sector’s 
greater willingness to utilize bank credit. Table II-11 
sets out the relevant data. 


It is estimated that net foreign assets will 
increase to about 49 billion rials in 1972, indicating 
an improvement of about 26 billion rials in the 
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Table *II-11. Iran: CONSOLIDATED BALANCE SHEET OF THE BANKING SYSTEM 
(in billion rials) 
Assets Liabilities 

1970 1971 19728 1970 1971 19728 

Net foreign assets . —13.8 23.0 48.7 IMONCY pete no eb auras 97.4 117.0 ssp lens 
Credit to: 

1. Public 147.0 176.4 221.4 Quasi-money 138.3 179.3 239.3 

2. Private 230.2 277.6 352.6 Others . 1279, 180.7 2317 

Total 363.4 477.0 622.7 363.4 477.0 622.7 

Source: Central Bank of Iran. 


* Estimate. 


balance of payments. The public sector’s reliance 
on the banking system will be about 45 billion rials, 
while that of the private sector will be 75 billion 
rials, thus pointing to a rate of growth of credit to 
both sectors in excess of 26 per cent. It is forecast 
that money supply will expand by about 30 per cent. 


| (c) Public finance 


The substantial rate of growth of the public 
sector’s income (79 per cent from the oil sector and 
23 per cent from taxes and others) made it possible 
for the Government to finance its current (with a 30 
per cent rate of growth) and development (with a 
24 per cent rate of growth) expenditure with com- 
paratively little reliance on either domestic or foreign 
loans. In 1971, development expenditure for all 
sectors (except industries and mines, oil and gas) 
increased. A record level of development expnditure 
in the areas of agriculture, water and electricity, 
housing communication and rural development was 
achieved in 1971. 


In 1972, Government’s income increased by ‘about 
18 per cent because of the expansion of oil revenue 
by about 27 per cent. Current and development 
expenditure also increased by about 31 per cent. 


(d) Balance of payments 


The oil agreement of February 1971 gave rise 
to an over-all large increase of 62 per cent in foreign 
exchange receipts. Foreign exchange receipts from 
the Consortium rose by about 83 per cent and the 
balance of payments recorded at US$478.8 million 
surplus, as compared with the US$239.8 million 
deficit in 1970. Foreign exchange receipts from the 
oil sector reached US$2,114.1 million, of which 
US$1,885.2 million was from the Consortium. Foreign 
exchange receipts from non-oil exports (excluding 
gas) rose from US$258.8 million in 1970 to US$328.5 
million in 1971. Imports of goods and services by 


both the public and private sectors amounted to 
US$2,309.4 million. 


The picture for 1972 is somewhat different from © 
Both imports and exports are rising — 


that of 1971. 
fast and the balance of payments is expected to show 


a surplus of over US$300.00 million. As a result of © 
the build-up in foreign exchange reserves, there is an — 


excess of liquidity in the monetary sector. 


Policy developments 


The strategy for economic development in Iran 
has been outlined by a number of five-year develop- 


ment plans; the fifth one will be launched in March © 


1973. The ambitious targets set for the fourth plan 
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— 


(inaugurated in 1968) have been surpassed with the | 
exception of agriculture which lagged behind. The | 
Iranian economy during the last two years has 


exhibited some vitality and strength. With rising - 


income, unemployment has declined and income dis- 


iribution in the urban areas has improved. Moreover, | 


the devaluation of the rial by 8.5 per cent in 1971 _ 
has had a favourable effect on import-substitution _ 


industries. 


Obviously, one element which has imparted — 


vigour to the posture of the economy was the 1971 
Teheran Oil Agreement. By virtue of the new agree- 
ment, Iran’s income from the oil sector has risen sub- 
stantially. Notwithstanding the improvement which 
has been noticed in income distribution, the Govern- 
ment attempted to accelerate the process by implement- 
ing a good number of social programmes. 


In 1962, the Government embarked upon a 12- 
point reform programme designed to fight poverty 
and disease. 
during the last development plan, the next plan will 
attempt to move in the following way. 


In 1971, some private companies of major size 
offered their stocks in the stock market and others 
will follow suite in future. Company workers have 


Against the background of success~ 
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the right to subscribe first; and there is a compulsory 
_ programme whereby workers are to obtain a portion 
of the stocks first. Should a worker lack funds to 
purchase the stocks, the company must offer him an 
advance on his salary to enable him to buy them. 
In addition, private companies can, by borrowing 
from the Government at a preferential rate of interest, 
build low-cost housing for the workers. The housing 
programme for lower-income classes will be pursued 
vigorously during the next five-year plan. 


Plan expenditure for housing during the fifth 
plan will be four times as much as that during the 
fourth plan (132 billion rials as against 43 billion 
tials). Plan expenditure for rural development during 
the fifth plan will also be three times as much as 
that during the fourth plan (36 billion rials as against 
10.6 billion rials). Health, with particular emphasis 
on the rural areas, takes a good share of the plan 
budget for the next five years (52 billion rials as 
against 17 billion rials). The share of agriculture 
will rise during the next plan (208 billion rials as 
against 51 billion rials for the fourth plan). Efforts 
will be made to extend the “green revolution” to the 
small farmers. An over-all health and social security 
programme will be extended to the agricultural sector. 


While rapid economic growth will be pursued, 
the fifth plan is socially oriented. Real GDP at factor 
cost is set to rise by an average annual rate of over 
11 per cent. For the agricultural sector, tne average 
tate of growth will be about 5.5 per cent, but that 
of industries and mines, construction and services 
will be 15.3, 11 and 11 per cent respectively. On 
the expenditure side, capital formation will rise by 
about 18 per cent per annum, thus making the invest- 
ment-GNP ratio and the saving-GNP ratio reach 26 
per cent by the end of the fifth plan. The growing 
oil sector will provide funds for the public sector to 
finance its investment outlays. A good part of 
expenditure on education is for vocational training. 
Tran may face a labour shortage, especially of skilled 
labour, during the fifth plan period. 


Table IJ-12. Japan: 
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JAPAN 


Introduction 


Several factors were evident in the performance 
of the Japanese economy in 1972. First, contrary to 
prevailing general forecasts that the rate of economic 
growth would be about 7.0 per cent by the end of 
1972, the real rate is now close on 11 per cent. 
Secondly, rapidly expanding output is centred in 
non-manufacturing areas, such as the construction 
industry and tertiary production, rather than in con- 
ventional manufacturing industries. Thirdly, in spite 
of the steep 16.9 per cent revaluation of the yen, 
exports continue to rise in dollar terms and an 
unusually heavy trade surplus will be recorded. As 
a result, foreign exchange reserves reached the 18 
billion dollar level as of the end of November. 
Fourthly, in this period of high liquidity, the rate 
of investment in private plant and equipment is 
increasing. 


The revaluation of the yen in a period of relative 
recession has had little effect on the growth potential 
of Japan’s economy. The expansion path of the 
economy is approaching the average rate of the past, 
and the gap between actual and full capacity GNP 
is narrowing. 


Recent economic developments 


(a) Trends in aggregate output 


Japan’s economy, which had been in recession 
for over a year, was showing little signs of recovery 
when the special economic measures were taken by 
the United States in August 1971 and caused a 
further slight decline in the rate of increase of 
industrial activity. However, after the Smithsonian 
Agreement in December 1971, industrial production 
commenced to rise steadily from the first quarter of 
1972. Industrial output was affected mostly by an 
increased rate of inventory and fixed business invest- 
ment. 


MAJOR ECONOMIC INDICATORS 


Percentage change over previous year 


1970 1971 19728 19738 
1971 1977" 1973@ 
GNP? (thousand billion yen) . . . «© = - 57.5 60.9 67.5 75.2 5.9 109 114 
ete output (1965 eS 100) = 220 230 257. 294 | 4.4 11.7 14.3 
Exports of goods and services® (thousand billion yen) 8.7 10.0 10.3 10.3 14.9 3.0 9.4° 
imports of goods and services® (thousand billion sen) ell 7.8 8.4 93° 13 7.7 17.4 
GNP implicit price deflator. . . . . r _ — — —_— 4.4 4.5 — 


“ Japan Economic Research Centre forecasts (December 1972). 


» At constant prices of 1965 calendar year. 
© At current prices. 

* Exports of goods only. 

© Imports of goods only. 


Years are Japanese fiscal years (April-March). 
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Business conditions have been improving at a 
faster pace than was previously thought likely and 
there is also a strong momentum in non-manufactur- 
ing sectors, especially these related to construction, 
government expenditures and the tertiary sector. The 
rise in recent months im real exports has also made 
for faster economic recovery. At the same time, the 
business community is im a hichly liquid position 
because of the massive inflow of foreisn exchange 
and this has facilitated increases in government in- 
vesiment expenditure. The effect of these and other 


Table T-13. Japan: Porenriat anp ACTUAL GNP AND TRADE SURPLUS 
(at seasonably adjusted annual rate in 1965 prices) * 
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developments is discussed below with special reference 
’ 


to emerging policies. 


As shown in table IJ-13 the gap between ac 
and potential GNP, defined as a ratio of unused t 
potential GNP, was largest in the last quarter of 197 
and fell gradually afterwards as a result of the r 
fast expansion of actual GNP. Nevertheless, the ga 
still remains wide. The reversal of the inventory stock’ 
cycle, which persisted some six months longer than 
usual, and a rapidly expanding level of government 
expenditure have accounted for over half of the 
acceleration in output. 


too le ea 


aad 1g71 E972 1970 1971 19728 
= i = = si 3 > Gee eee (pscal) 9} 

1. Powsticl rexl GNP* _ 6042 6202 6357 65.10 66.70 6837 70.03 71.70 59.67 6594 7254 
(26) (7) (5) (@4) (5) @5) (@4) (24) (120) (10.5). (10.0) i 
2. Real GNP _ 3637 5891 5939 GO7L GO77 G52 C427 6636 5749 GO91L 67.53 3 
Cas) G4) (8) (22) (1) (29) (28) G2) (85) (59) (109) ; 
3 GNP ep (1-2) . 35 311 418 +4399 #593 5S 576 534 218 503 501 H 
* GNP gop (per cone) _ ; 57 5.0 66 67 39 86 $2 74 37 7.6 69 = 
5. Induenl prodactoe (1965=100) _ 22022 245 21s 2300 29s 2381 2443 2538 2204 2300 2568 ~ 

cts) @9 €12) G7) CO) GH @H G9) (139) (44) (17) 

& Exports of goods 2nd services S35 347 939 1023 996 995 ‘948 1046 866 10.01 1028 
38) @0) (44) (4) (27) 01) C47) (103) (207) (15.6) (2.7); 
T. Tgores of goods end secvices 78S 79% «679% TS 763 772 76 823 773 775 839 : 
(@4) (14) (2) (34) (2) (04) (06) (73) (164) (108) (83) i 
& Net exports of goods sued services - 192 «1530 1950-256 S227) 223 Bk 2238S C22 siéd 
S New espoers of goods 2nd serves ; i 
Galea $)-. - -. -. . .. 2 26 542 TAF 693 F725 S59F 738 259 664 G48 5 


* 1965 1,000 biter yeu. 
* ERC atmess. 


Althouzh improving sicadily, manufacturing 
activity hes mot heen as vigorous as im the precedins 
recovery period of 1966. Non-manufacturing sectors, 
however, especially construction, real estate and service 
imdusiries, heve continued to expend rapidly because 
of the rise im public expenditure, high non-manufac- 
turing business invesiment and the recovery of private 


(e) The balance of trade 


ED ANOTHER To es fe OLD 


The volume of exporis, after a slight decline in’ 
the last quarter of 1971, remained stagnant until late 
1972 when there was a new rise in exports due to. 
increased demand. In volume terms, exports i i 
by 14.4, 16.5 and 7.3 jper cent respectively in 1970, 
1971 and 1972. Im terms of dollars, the value of 
exports has also continued to rise, although the 
of increase became lower to some extent, and 


has heen no significant decline in the balance of ral 


was virtually stagnant in 1971, has not yet 
fast enough to narrow the gap. 
(d) Wages and prices 


It would appear that the labour market has 
tightening gradually as a result of increased der 


relatively lower wage rates. 
_ employment in 1972 should be around one per cent. 


Japan 
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firms is unlikely to decline, and increased employ- 


ment opportunities should be provided by small manu- 


facturing firms and by the service sector although at 
The over-all increase in 


Wage earnings increased at an annual rate of over 


_ 15 per cent per annum in recent months, as compared 


with the average 14 per cent increase in the previous 
year. Personal savings are likely to decline from the 
record level of 21 per cent of disposable income 


_ recorded in 1971, but this is unlikely to restore the 


growth of private consumption to its old rate of 
increase. 


Wholesale price indices have been rising recently 


fas a result of an increase in imported prices for 


raw materials and of a tightening of domestic market 
conditions, especially in the market for timber. The 
rising trend of consumer prices, however, has remained 
relatively stable at about 4.5 per cent. 


Major policy changes 


Economic policies adopted after August 1971 
have generally aimed at the expansion of the economy 
to restore both internal and external balance. At that 
time, fears existed that an upward revaluation would 
lead to internal deflation. In part also the expansion- 
ary policy was intended to erode further the balance 
of payments surplus. 


(a) Monetary policy 


The discount rate of the Bank of Japan was 
adjusted downwards in late 1971 and the first half 
of 1972 from 5.25 to 4.25 per cent, with the aim of 
encouraging the private sector and of deterring the 
inflow of foreign currencies. However, the supply of 
money has continued to increase at a fast pace because 
of the large trade surplus and continued short-term 
capital inflow. 


Interest rates on bank loans fell in 1972 from 
7.6 in January to 6.9 per cent in October. Industrial 
bond yields moved in a similar manner. Another 
important measure was the reduction of the interest 
rates on long-term loans by government and specialized 
banks, including loans for housing investment, from 
about 8.0 to 7.3 per cent. The rates on savings 
deposits were also reduced in July from 5.75 to 5.25 
per cent for one-year time deposits. 


This package of low-interest rate policies was 
designed to stimulate internal demand and to arrest 
further capital inflows. The recent recovery of 
business seems partly attributable to these policies 
despite the flow of a large amount of funds into 


speculative markets for securities and land instead of 
real assets. 


(6) Fiscal policy 


The economic recovery from the recession was 
in major part due to the 1971 fiscal budget and the 
supplementary budget presented in November 1971. 
Significant efforts were made to expand public works 
through FILP (Fiscal Investment and Loan Pro- 
gramme). The total amount of public investment 
expenditure in fiscal 1971, including investment by 
ijocal government, was 27 per cent higher than in the 
previous year. A similar expansionary budget has 
been planned for fiscal 1972, the amount of public 
investment being increased by 31 per cent over the 
level of expenditure in the preceding fiscal year. In 
veal terms, the increases in government spending in 
fiscal 1971 and 1972 were the highest since 1962. 


Steps have been taken to remedy the imbalance 
between private and public investment. Measures 
include various public works involving sewerage, high- 
way extensions and improvements, railway, port and 
harbour, education and social facilities. 


(c) Trade and aid policy 


While it is too early to assess the over-all impact 
of the yen revaluation, some effects are beginning to 
emerge. So far, the impact of the revaluation on the 
volume of exports and imports has been lower than 
expected and this can be attributed to a number of 
factors. First, the resurgence of demand and growth 
conditions in the North American and some European 
economies has given rise to an unexpected increase in 
Japanese exports. Secondly, it is clear that supply 
responses to the relative price effects of the revaluation 
are taking longer than was expected. Finally, there 
has been the offsetting effect of more rapid inflation 
abroad than in Japan. As a result of these factors, 
the deflationary impact of the evaluation has, so far, 
been less than was expected. Indirectly, the defla- 
tionary effect was also mitigated by the fall in interest 
rates arising from the excess liquidity position brought 
about by the continuing balance of payments surplus. 


In view of the slower adjustment effect of the 
revaluation and the persistent rise in foreign exchange 
reserves, the Governments has been making vigorous 
efforts to encourage imports and to hold exports in 
check. Measures introduced in May and October of 
1972 include the reduction of import quotas, the 
lowering of tariffs, the promotion of imports from 
and aid for developing countries, the improvement of 
the GSP (of UNCTAD), extension of import- 


financing provisions, simplification of import proce- 
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dures, the abolition of preferential treatment for 
exports (such as the marketing reserve fund system), 
a one per cent increase in the rate of interest paid 
by exporters for export finance, and restrictions to 
deter some exports which are increasing too rapidly. 
For non-trade items, measures were taken to ease 
restrictions on foreign remittances and other invisible 
payments, to increase untied and multilateral foreign 
assistance, etc. The recovery from business recession 
tends to make it easier to promote import liberalization 
and aid. The total amount of resources flow to 
developing countries has increased from 1.8 billion 
dollars in 1970 to 2.1 billion dollars in 1971, or from 
0.93 to 0.96 per cent of GNP. Official development 
assistance (ODA) is 26 per cent of the total aid 


in 1971. The latter could be further increased since 
the Government’s financial position is rapidly 
improving. 


Problems and prospects 


An analysis of the 1972 White Paper indicates 
three basic problems: the maintenance of a satisfactory 
level of internal demand, the continuing surplus in 
the balance of payments, and the need to give adequate 
balance to growth and social objectives. 


Prospects for the attainment of a satisfactory 
level and rate of growth of internal demand appear 
satisfactory. The economy should grow in 1973 not 
far below the level of its potential GNP. This view 
is partly based on the current growth performance in 
the United States and the gradual improvement in 
most of the West European countries and partly on 
the rapid rise of public and private investment in 
the domestic economy, 


_.In the case of the external balance, however, a 
substantial reduction of the trade balance seems 
unlikly in a short period of time. An approach to 
restore the external balance would need to include a 
full utilization of potential productive capacity, a 
further liberalization of imports, in particular from 
developing countries active policies for structural 
adjustments to facilitate larger imports, and a more 
vigorous promotion of Japanese investment abroad 


and development assistance to the developing 
countries. 

KHMER REPUBLIC 
Introduction 


In 1972, the economy of the Khmer Republic 
was dominated by the war and thus characterized by 
mounting budgetary expenditures and deficits, a sub- 
stantial loss of budgetary revenue due to disruption 
of domestic poduction and transport and decrease in 
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imports and exports, domestic shortages of consumer.” 
goods, strong inflationary pressure, sharp increases in 
the cost of living and a serious balance of payments 
deficit, only partially relieved by foreign aid. The 
year saw the Economic Stabilization Programme put 
into operation to fight inflation by curbing monetary 
expansion and increasing the quantities of consumer 
goods for sale. 


i 


Table I-14. Kumer Repusiic: Mayor ECONOMIC 
INDICATORS 


(in million riels) 


Economic and Social Research, Khmer Republic. 

21972 prices. For the three consecutive years 1970, 
1971 and 1972, the estimated average figure was 
88,600 million riels. 

End of December figures for 1969, 1970 and 1971, 
and end of September figure for 1972. 

©Phnom Penh working-class consumer price index 
(1949 = 100). End of September figure for 1972. 

4 First half of 1972. ; 

© End of December figures for 1970 and 1971, and end 
of September figure for 1972. 


1969 1970 1971 1972 
A 
GDP*« aiaehs Sy phere 9 88;968 re _ -. i 
Currency in circulation® . 6,150 11,580 17,310) 204 
Consumer prices,° index 3 354 397 680 1,008 
Exports! cy “SAG bee 27290 oe 825 5044. 
Imports . . « « 4,234 3,010 4,346 “5,649 
Gold and foreign exchange ; 
reserves®s  .. wa - 3,345 11,8917 az 5 
i 
Sources: National sources. For GDP: National Institute for j 
; 
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Recent economic developments 


(a) Output ; 


Gross domestic product (in 1972 prices), which 
in 1969 amounted to 88,968 million riels, is roughly” 
estimated to be on average 88,600 million riels for 
the years 1970-1972. During this period, there was” 
an increase of about 30 per cent in the tertiary sector. 
product due essentially to expansion of military 
expenditure. Secondary sector product declined on 
average by about 25 per cent. 


In the primary sector, — 
output of the major products, rubber and paddy, 
declined significantly. ) 

The production of paddy, the main export crop, _ 
varies considerably from year to year. In the” 
1969/70 season, ending in March 1970, paddy pro: 
duction reached a record level of 3.8 million metric 
tons, as against 2.5 million metric tons in 1968/69, 
largely because of exceptionally favourable weather 
conditions. For the season 1970/71, production fell 
to 2.7 million metric tons. Several factors were 
responsible for this decline, among them being in- 
security in rural areas causing a shortage of labour 
and draft animals and a decrease in the area under — 
cultivation. The production of paddy further declined 
in 1971/72 to 2.1 million metric tons. 


~~ 
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Production of other crops also suffered greatly 
from the war. The area under cultivation has 
decreased significantly since the 1969/70 season. The 
production of maize fell from 137,000 tons in 1969/70 
to 122,000 tons in 1970/71, and to 80,000 tons in 
1971/72. With regard to other crops, an upturn in 
production was recorded for groundnuts and sugar- 
cane, for instance, while others, such as tobacco and 
jute, continued their downward trend. 


Data on forestry, livestock and fishery produc- 
tion are not available, but the war continued to have 
devastating effects on those branches of economic 
activity. A slight recovery in the production of 
rubber was noted in 1972; production in 1971 was 
nil. 


Industrial production has also been adversely 
affected by war conditions. In the public sector, only 
the cement, sugar, textile and plywood factories were 
operating, and capacity utilization was low owing to 
transport difficulties. The paper factory and the 
phosphates factory ceased to operate in 1970. The 
oil refinery has not operated since January 1971 
because of the partial destruction of its installations. 
Private industrial enterprises and many workshops 
operated at very low capacity or often closed down 
because of shortage of labour and raw materials. 
The activities of the tertiary sector were seriously 
disrupted by the prevailing insecurity. 


As a result of a general fall in production, 
insecurity and transportation difficulties, exports 
declined substantially from 2,165 million riels in 1970 
to 809 million riels in 1971; in the first half of 
1972 they amounted to 504 million riels. Imports, on 
the other hand, rose from 3,010 million riels in 1970 
to 4,340 million riels in 1971 and were estimated at 
5,649 million riels in the first half of 1972. It should 
be noted that a substantial devaluation of the riel 
took place between 1970 and 1972. 


(b) External trade and payments 


The deficit in merchandise trade increased rapidly 
from 845 million riels in 1970 to 3,531 million riels 
in 1971 and to 5,145 million riels in the first half of 
1972. External assistance from the United States 
(including US$9 million of PL 480 aid) amounted to 
US$79 million in 1971; donations to cover the needs 
of refugees and war victims amounted to US$20 
million. Despite the inflow of external assistance, 
huge balance of payments deficits continued to drain 
the country’s foreign exchange reserves, which were 
reduced from 3,345 million riels in 1970 to 1,890 
million riels in 1971 and stood at 1,747 million riels 
by September 1972. 


(c) Public finance 


Budgetary expenditures, in particular defence 
expenditure, increased from 8,391 million riels in 1969 
to 14,324 million riels in 1970, 18,700 million riels 
in 1971 and are estimated at 29,900 million riels for 
1972. On the other hand, the disruption of domestic 
production, the decrease in exports and the general 
reduction in economic activities have led to a sub- 
stantial loss of budgetary revenue. As a result, 
increasing budget deficits have occurred, amounting Lo 
8,890 million riels in 1970, 10,107 million riels in 
1971 and 17,300 million riels for the first three 
quarters of 1972. These deficits were covered mainly 
by loans from the National Bank of Cambodia and 
to a lesser extent by United States counterpart funds 
and exchange rate support funds. 


(d) Prices and money supply 


The direct consequence of financing the budgetary 
deficit through bank loans was a sharp increase in 
currency circulation from 6,150 million riels at the 
end of 1969 to 11,580 million riels at the end of 
1970 and to 17,310 million riels at the end of 1971. 
At the end of the third quarter of 1972, the currency 
circulation amounted to 21,104 million riels. 


Scarcity of consumer goods due to the fall in 
production, restrictions on imports, and disruption in 
transportation together with the rapidly increasing 
money supply contributed to a steep increase in 
prices. The Phnom Penh working-class consumer 
price index jumped from 397 in 1970 to 1,008 in 
September 1972 and the middle-class price index from 
381 to 1,032 during the same period. 


Recent policy measures and short-term outlook 


Policy measures adopted under the Economic 
Stabilization Programme were essentially meant to 
dampen the inflationary pressures. The measures 
included efforts to reduce the budgetary deficit by 
controlling expenditure and increasing revenue. 
Control over expenditure is exercised according to 
a three-monthly programming of expenditure; non- 
essential budgetary expenditure is being curbed. 
Budgetary revenue is being increased through higher 
taxes and duties, and treasury bonds carrying an 
interest rate of 5.5 — 10 per cent are being issued to 
finance part of the budgetary deficits. 


Further anti-inflationary measures include the 
upward revision of the prices for goods and services 
supplied by state enterprises and public services; and 
the adjustment in the selling prices prescribed by the 
official import organizations to reflect as closely as 
possible alterations in the exchange rate. 
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Simultaneously, efforts were directed towards a 
close control of bank credit and more intensive 
mobilization of existing savings. Bank credit was 
provided mainly for essential activities in production, 
exports, imports and distribution. Supply of credit 
for the working expenses of state enterprises and 
public services is prohibited. The Central Bank’s 
control over the commercial banks’ operations was 
strengthened by the introduction of a compulsory 
minimum reserve requirement of 30 per cent of total 
deposits. Interest rates on deposits were raised to 
5 — 10 per cent and on bank loans to 13 per cent. 


Efforts were made to liberalize the restrictions 
imposed on imports. Under the flexible exchange rate 
system adopted, the rate has ranged from 120 riels 
per US dollar prevailing when the system was adopted 
to 180 riels per US dollar as of September 1972. 
The rate is changed periodically in line with domestic 
prices to curb the demand for imports and foreign 
exchange; it has the advantage of adjusting the total 
amount of foreign aid counterpart funds for the 
budget. A realistic rate of exchange will also 
facilitate the revival of the country’s exports. 


LAOS 


Introduction 


Any attempt to assess the economic situation in 
Laos for 1971-1972 must take into consideration the 
sharp increase in military activity in the various parts 
of the country; and the fact that many current 
economic problems can be traced directly or 
indirectly to the state of war which presents 
tremendous obstacles to the production, transport, 
and marketing of the agricultural products that 
provide the means of livelihood for roughly 80 per 
cent .of the population. A large number of persons 
have been displaced by the war and, as of mid- 
1972, about one in every eight people (or over 


Table II-15. Laos: 
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300,000 persons) living in government-controlled areas 
was wholly dependent on the Government for basic 
sustenance. 


The year 1971 was not a good one for the Lao 
economy, marked as it was by financial crisis, a 
decline in commercial activity and a decrease in 
agricultural production because of floods and the 
spread of hostilities with resulting shortages and 
increasing prices. 


Probably the most significant development was 
the financial crisis and its aftermath. The situation 
beginning to deteriorate in 1971 led to the devalua- 
tion of the kip by 20 per cent in November of that 
year. This action was followed by rapid inflation with 
a corresponding loss of confidence in the kip; but 
currency exchange control was established in March 
1972, and stabilization appeared to be setting in by 
mid-year. In both 1971 and 1972, the budget deficit 
increased and the money supply grew at a rapid 
pace. The exchange rate of 500 kip to 1 US$ was 
increased to 600 kip to 1 US$ after devaluation; and, 


at the end of May 1972, a dual exchange rate was 


put into effect, with the purchase of dollars for 
commercial transactions set at 600 kip to 1 US$ 
and other operations conducted with an added tax 
of 240 kip per 1 US$. 


Recent economic developments 


(a) Production 


Strong efforts are being exerted to develop 
agriculture despite the continually decreasing cul- 
tivable areas under government control. Production 
of rice, however, has met with disappointing results, 
declining in 1971 to 507,000 tons compared with 
562,000 tons in 1970, the principal reasons being the 
fall in the price of rice (discouraging the farmers 
from increasing production); the extension of 
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(in million kips) 


1969 1970 
Imports 2 5 «af 19,855 27,329 
Exports ae 1,033 1727 
Government revenue® 7,104 8,177 
Government expenditure® 16,902 18,216 
Money supplyS > 3 2. ~=«13,806 15,356 
Consumer prices (1964=100) 150.1 150.6 


Sources: 
® Fiscal years. 
» Estimate based on nine months. 
© As of December each year. 
* May 1972. 
© October 1971 — May 1972. 


Percentage change over previous year 


1971 1972 = 
1970 1971 1972 
19,740 mel AG eG = 
1,485 ee? 98727 e140 e 
6,791 GG A08EN 1S 804 OR 
18,993 20,850 7.8 4.3 9.8 
18,953 gat Th 23.4 oat 
152.6 187.2% 03 13 22.8° 


Planning Commission; Ministry of Finance; Department of Statistics. 
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hostilities; and floods which caused an estimated loss 
of 5 per cent of the crop. Vegetable production is 
rising but is still insufficient to supply the local 
market and there is increasing emphasis on the com- 
mercial cultivation of various crops —corn, cotton, 
coffee and tobacco. The development of livestock 
breeding is beset by the same problems as other 
agricultural production — disruption in the supply 
network and insecurity in the producing areas caused 
by the war. Although fishing is one of the tradi- 
tional rural activities, per capita consumption is far 
below 20 kg per person per year; but production is 
increasing due to emphasis on the development of 
pisciculture. 


Timber represents one of Laos’ greatest natural 
resources and is the second most important earner of 
foreign exchange after tin. While production has 
fluctuated because of the military situation, it rose 
from 73.2 million m*® in 1970 to 76.4 million m? in. 
1971 and has further increased in 1972. Production 
of other forest products, such as sticklac and benzoin, 
is lagging because of insecurity in forest areas. 


The war has prevented any accurate survey of 
the mineral resources of the country, although work 
with magnetic-detection processes indicates the exist- 
ence of substantial deposits of iron ore and other 
minerals. At present, tin is the only mineral 
extracted on a large scale, production increasing 
from 1,173 metric tons in 1968 to 1,573 in 1971. 


Development of electrical energy is one of the 
main points of emphasis of the Government’s invest- 
ment policy. The years 1970 and 1971 were marked 
by the inauguration of two small hydro-electric 
power plants (near Luang Prabang and Pakse), and 
especially by that of the Nam Ngum Dam in December 
1971 with a capacity of 30 MW. Laos is now an 
exporter of electricity. By 1972, production will have 
reached 250 MWh, the major portion of which will 
be transmitted to Thailand to pay for energy and 
cement purchased by Laos for the construction of the 
Nam Ngum Dam. 


It is not possible to provide reliable production 
figures for industry because it is still in an embryonic 
state. Small industry is being developed, with many 
basic industries in the planning stage, and some 
progress was made in 1970-1971 in textile-making, 
wood processing and other light industry. In 1971, 
31 industries received authorization to be established 
in the country. A plywood factory and a brewery 
are now under construction. Plans are being made 
to build a cement plant and a small scrap iron 
foundry. The main concentration in the future will 
be on agro-industries. The construction of a modern 
slaughterhouse is about to begin and the develop- 
ment of other industries will follow, such as livestock 


feed production and sugar refining. The Govern- 
ment has taken measures to maintain and promote 
the production of certain selected handicrafts — 
sericulture, weaving, and pottery-making. 


(6) International trade and aid 


There has traditionally been a large deficit, 
increasing (in absolute value) in 1970 by 39 per cent, 
but decreasing in 1971 by 30 per cent owing to a 
notable drop in imports—the first decline in a 
number of years. Exports increased in 1971 by 22 
per cent compared with the previous year, with two 
products constituting almost the total: tin and timber, 
51.3 and 42.7 per cent respectively. Imports dropped 
by 38.6 per cent in 1971, but all these figures must 
be viewed cautiously on account of changes in com- 
puting methods and the use of different exchange 
rates for different categories of imports. 


In 1970, total foreign assistance (excluding 
United States military assistance) not channelled 
through banks, reached US$45.9 million. The Foreign 
Exchange Operations Fund (FEOF) contribution (net 
sales of foreign currency to the public) amounted 
to US$24.1 million; this latter amount constituting the 
principal support for the nation’s currency. Since 
the reserves of this fund were exhausted by October 
1971, with resulting maladjustment in the balance of 
payments, a 20 per cent devaluation of the kip became 
necessary. Ultimately, FEOF’s net sales to the public 
in 1971 reached about US$28.8 million, countering 
the effects of a drop in foreign exchange sales by the 
public and the flight of capital. 


Subsidies granted to Laos continue to play an 
important role in financing current and development 
expenditure, averaging over US$65 million per year 
over the period 1967-1972. United States aid 
represents 80 per cent of the total; French assistance 
is mostly concentrated on education and_ technical 
assistance; Japanese aid continues to increase and 
contributes to the realization of numerous develop- 
ment projects; while Colombo Plan countries, United 
Nations’ agencies and other countries and organi- 
zations also make significant contributions. 


(c) Public finance 


The Government has had great difficulty in con- 
trolling the budget deficit: in 1970/71 receipts 
covered only 36 per cent of expenditure and in 
1971/72 probably only about 30 per cent. Expendi- 
tures on defence amounted to nearly half the total 
budget in 1970/71 and 1971/72. 


In 1971-1972, howeve., it is especially in the 
civil sector that expenses have risen owing to recruit- 
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ment of new civil servants (most notably in the fields 
of education and public health) and a general salary 
increase. 


Revenue, which is mainly from customs duties 
and indirect taxes, has declined sharply since 1969/70 
because of the slowdown in commercial activity, 
though this has been partly offset by more efficient 
collection methods. The budget deficit thus rose 
further in 1971/72 by 2,443 million kip to 14,645 
million kip. The deficit was financed by borrowing 
from the Lao National Bank (LNB) which is in 
turn reimbursed by the Government with kip receipts 
from foreign exchange sales of FEOF. In 1971 this. 
borrowing had a substantial inflationary impact. 


External public debt has increased since 1970, 
with two loans from the Federal Republic of 
Germany, two from the Asian Development Bank, and 
another from New Zealand. Debt amortization 
_ (about US$1 million per year from 1972 on) will 
be a major burden on the balance of payments, 
representing 50 per cent of export receipts each year 
for the next five years. 


(d) Money supply 

Over the years 1965 to 1969, the money supply 
increased at an average rate of 10 per cent per year; 
this was considered normal because of the extension 
of the monetized sector. Since 1970, however, the 
pace has accelerated, the money supply rising by 11 
per cent in 1970, 23 per cent in 1971 and by an 
expected large increase in 1972. This expansion 
of the money supply, mainly in the form of increases 
in the currency in circulation, has resulted from 
deficit financing, the increase in foreign assets, and 
the expansion of bank credit to the private sector. 


(e) Prices 


Prices remained remarkably stable until October 
1971, in spite of the large increase in the money 
supply. They increased by about 3 per cent in 1969, 
0.3 per cent in 1970, and 1.3 per cent in 1971, 
due primarily to the drop in the price of rice 
throughout the region. Inflation began with the 
devaluation of November 1971 —the general index 
of prices in Vientiane increasing sharply by 22.8 per 
cent from October 1971 to May 1972. The rise in 
food prices in Vientiane was made worse because it 
was accompanied by periodic shortages, so that the 
Government was obliged to set up a new distribution 
system for meat and rice. 


(f) Population, employment, wages 


The population of Laos in 1970 was estimated 
at 2,962,000 inhabitants, with a birth rate of 4.7 
per cent and death rate of about 2.4 per cent, 
resulting in an over-all growth rate of 2.4 per cent per 
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year. Persons under the age of 20 represent 51.8 per — 
cent of the population. About one inhabitant in ten 
lives in an urban area, mainly Vientiane, with an — 
estimated population of 132,500 in 1966, and four © 
other towns which had between 12,000 and 36,000 — 
inhabitants in 1968. i 


Fifty-two per cent of the population can be con- © 
sidered active, with the primary sector predominant — 
and a weak secondary sector. The Government, | 
which plays an active role in job creation, employs 
about 110,000 persons (including armed forces and 
police); and the number of civil servants, which 
increased by 18 per cent in 1969/70 and 9 per cent | 
in 1970/71, will probably rise by another 9 per cent 
in 1972. 1 
Major policy developments : 

Greater efforts are being made to bring the 
budget deficit and the balance of payments deficit | 
under control and also to stabilize the currency and 
eliminate speculation. 


Intensification and diversification of agricultural: 
production, aiming first at self-sufficiency with the: 
development of agro-industries and then eventually 
looking to export potential, is a matter of high 
priority together with the promotion of industry and 
the creation of a suitable climate for investment. A 
new investment code is now in effect. 


Attempts are being made to compile an adequate 
national accounting system as a prerequisite for 
development planning. Work has begun in this area 
in 1972. ; 


Co-ordination and co-operation in economi¢ 
activities is essential in development planning and@ 
efforts are being made in that direction through the 
Ministry of Planning and Co-operation. Intensifiec! 
efforts to relieve the acute shortage of middle-leve! 
manpower are also being made. 


Problems and prospects 


For the short term, given the continuation | 
hostilities, no dramatic improvement in the economiy 
situation can be expected. The large budget defici 
will continue as a result of the high cost of maim 
taining the defence establishment; and the produé 
lion, transport and marketing of agricultural product 
and the exploitation of timber and mineral resource 
will still be hampered because of insecurity in th 
countryside. 


However, some progress has been made sine, 
mid-1972. There is increasing evidence of stabiliit 
in the currency and exports are increasing along wi! 
a decline in imports, although the balance of p 
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ments remains heavily in deficit. Production of Laos’ 
most important export items (tin, timber and hydro- 
electric energy) is increasing and new developments 
are taking place in local industry. 


A number of new factories are being built or 
planned for the near future, including a kiln and 
small plants for the manufacture of cement tiles, 
soap, plywood, and spun cotton. 


In the longer term, the beneficial effects on the 
economy of a peaceful settlement cannot be over- 
emphasized. In peacetime, the most important of 
Laos’ natural resources can be exploited: hydro- 
electric power (over 60 per cent of the power potential 
of the lower Mekong basin in estimated to be in 
Laos or on its Mekong River borders with Thailand), 
timber and potentially rich mineral deposits. 


With security throughout the kingdom, agricul- 
tural production and livestock breeding can make 
Laos self-sufficient and a potential exporter of food 
products. The development of this potential will, 
however, require a high level of investment as well 
as a greatly expanded supply of skilled manpower. 


MALAYSIA 


Introduction 


The rate of GNP growth at current market 
prices in 1971 was 4.1 per cent, which was signi- 
ficantly lower than the rate achieved in 1970. This 
shortfall was largely due to the poor performance of 
the export sector. Gross exports (unadjusted) 
declined by M$150 million (3.0 per cent) in 1971, 
mainly as a result of the decline in world prices 


Table II-16. Matraysia: 


155 


of rubber and timber. The decline in export earnings 
with higher merchandise imports and payments for 
invisible items led to a deficit of M$95 million on 
current account. A large inflow of long-term official 
capital, however, secured a basic balance of payment 
surplus of M$124 million. 


Total government expenditure increased by 11.6 
per cent, compared with the increase of 20 per cent 
in 1970. Public sector capital formation increased 
by 14.8 per cent and government current expenditure 
by 10.5 per cent. The rate of unemployment (includ- 
ing “passive unemployment”) in 1971 in West 
Malaysia was around 7.8 per cent, slightly lower than 
that of the previous year. Money supply (including 
quasi-money) increased by 13.6 per cent in 1971 as 
against the 10.4 per cent registered in 1970. 


The year 1971 coincided with the start of the 
Second Malaysia Plan, 1971-1975, the largest deve- 
lopment plan undertaken by Malaysia so far. Its 
major objectives are the eradication of poverty 
irrespective of race and the economic restructuring of 
Malayan society. 


Recent economic developments 


(a) Output 


Gross national product at current market prices 
rose by 4.1 per cent in 1971, which was much less 
than in the preceding year. Constant price estimates 
are not available, but prices seem to have been stable 
domestically. The unsatisfactory performance was 
due mainly to the decline in exports which adversely 
affected both the agricultural and its industrial sectors. 


The main impetus to growth in 1971 came from 
the public sector, while private investment remained 
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(in million M$) 


Percentage change over previous year 


1969 1970 1971 1972 
1970 1971 1972 

Gross national product 10,978 11,689 12,160 — +6.4 +4.1 5.8" 
Gross exports (f.o.b.) 5,055 5,162 5,011 2,280 = +2.1 —2.9 —8.6 
Gross imports (c.i.f.) 5 Gyellb) 4,323 4,404 2,186 +-19.9 +1.9- +2.3 
Over-all balance of payments +527 +58 +124 a — —_ — 
Net external reserves (end of 

Period) le were in he2;408 2,589 2,775 2,831° +4.9 +7.1 —25 
Money supply (end of period) 1,922 2,071 2,159 2,255 +7.8 +4.2 +9.7 
Consumer prices*(1967=100) 101.8 104.0 105.5 107.3° +-2.2 +1.4 +1.7 


Sources: 
Statistical Supplement. 


Bank Negara Malaysia, Annual Report 1971; Quarterly Economic Bulletin; and Monthly 


* Estimate: Treasury Economic Report for 1972. 


> First half. 
© End of June. 


° West Malaysia interim retail price index. 


© March. 


Annual indices are averages of monthly indices. 
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at the 1970 level. The stagnation in private invest- 
ment should be seen against the background of the 
exceptionally high level of private investment achieved 
in 1970 and was partly due to the decline in export 
earnings, adversely affecting the growth in domestic 
demand and hence the growth in private investment. 
The long-term decline in private investment in 
perennial crops, following mainly from the completion 
of the replanting programme in rubber, was accen- 
tuated by the extremely low prices for rubber in 
1971. Even the high level of investment in oil palm 
was insufficient to halt the decline. The slack in 
private sector investment activity was also noticeable 
in the machinery and equipment industry, which 
increased by 31 per cent in 1971 compared with an 
increase of 71 per cent in 1970. The same trend 
was observed in the building and construction in- 
dustry, the increase being only one per cent as 
against an increase of 23 per cent in the previous 
year. However, private consumption expenditure at 
M$7,525 million in 1971 was 5.4 per cent higher 
than that for 1970. Total private sector expenditure 
thus showed a growth rate of 4.5 per cent in 1971 
in contrast to 9.8 per cent in 1970. 


(6) Public finance 


The adverse effects of the poor performance of 
the @xport sector were lo some extent counteracted by 
the Government’s compensatory financing poilcies. 
Public development expenditure for the year reached 
M$1,267 million, a significant increase over the level 
achieved in 1970. The development expenditure of 
state governments and public authorities, not included 
in the above figure, also increased substantially. Of 
iotal expenditure, M$853 million, or about 69 per 
cent, was for capital formation, 15 per cent higher 


than in 1970. The figure includes an estimated 
investment of M$40 million by public corporations 
with substantial government participation. Of the 
total public development expenditure, the economic 
sector absorbed M$916 million or 72 per cent of the 
total in 1971 as against M$626 million or 66 per 
cent of the total in 1970. This increase was due 
almost entirely to the larger investments by the 
Government in the commercial and industrial sectors 
to increase Malay participation in these sectors. 


(c) Money supply 


The growth of money supply was 13.6 per cent 
in 1971, as against an increase of 10.4 per cent in 
1970. The acceleration of money supply has accom- 
panied the deceleration of GNP at current prices. 
Private sector credits and foreign assets acquisition 
were the main sources of monetary expansion. The 
Federal Government’s spending alone contributed 
M$480.5 million, which was slightly offset by the 
lower spending of some state governments which were 
unable to utilize all the funds allocated to them; 
revenues increased also, however, and government 
borrowing from the banking system amounted only 
to M$75 million in 1971 compared with M$14 million 
in 1970. 


(d) External trade and payments 


Gross exports (unadjusted) amounted to M$5,008 
million in 1971, which was M$154 million or 3.0 per 
cent lower than that achieved in 1970. The gross 
foreign earnings from agricultural commodities 
decreased by 4.2 per cent, largely due to the decline 
in the prices of rubber and timber. The proceeds 


Table IJ-17. Mataysta: Gross NATIONAL PRODUCT 
(in million M$) 
Percentage chenze over 
1969 1970 1971 previous year 
(ectual) (actual) 

1976 1971 

Private consumption expenditure _ 6,765 7,140 7,525 +5.6 +5.4 
Public consumption expenditure . . . .« 1,826 2,162 2,389 +184 +105 
Totaly «3 vast<ic5) eee Geese $551 9,302 9.914 +83 +6.6 
Private gross capital formation. . . . . - 948 1,328 1,325 +40.1 —02 
Public gross capital formation . . . - .« 577 743 853 +288 +148 
Toul: -) 8: = epee iseedos «©6915 2,071 2,178 +35.8 +52 
Aggregate domestic expenditure . . . . «. 10,116 11,373 12,092 +124 +63 
Gross national product (GNP) . we - 10,978 11,685 12,160 +64 +4.1 
Per capita GNP (M$) Bee a) fu waaae | AS6 1,065 1,075 42.8 +09 
Gross national savings (GNS) . oe wee | ee 2,200 2,073 —O04 —5.8 
Gansaiphan/GNP* 3) Soe eo ae SS 782 796 81.5 — — 
Gross capital formation/GNP . ae > 13.9 17.7 17.9 a — 
GHS/GNP sax & was ee eee 20.1 18.8 17.1 _ — 


Source: Department of Statistics. 
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from the export of mineral commodities also fell 
marginally from M$1,357.0 million to M$1,349.6 
million. An increase of 94 per cent in the earnings 
from petroleum exports was insufficient to compensate 
for the decline in receipts from the export of tin, 
iron ore and bauxite. Exports of manufactured and 
processed goods declined from M$630.7 million to 
M$598.5 million, i.e. by over 5 per cent. 


Alongside the decline in export earnings, the 
growth of imports slowed down. Gross imports of 
consumption goods actually fell by 7 -per cent, as 
against an increase of 6.5 per cent in 1970. Further- 
more, imports of capital goods and intermediate 
goods increased by 10.3 and 7.6 per cent, respectively, 
which was considerably less than in 1970. 


The balance of trade showed a surplus of M$742 
million in 1971, against M$948 million in 1970. 
Despite higher freight, insurance and other shipping 
costs, the over-all balance of payments showed a 
surplus of M$124 million primarily because of a 
substantial inflow of long-term official capital, particu- 
largly from three loans issued in the New York and 
London markets. 


(e) Planning 


The year 1971 coincided with the beginning of 
the Second Malaysia Plan, 1971-1975. The emphasis 
on the objective of a more equitable distribution of 
income and wealth is taken to imply at least 30 per 
cent ownership by Malays of the total commercial 
and industrial activities; an average annual growth 
of employment by 3.2 per cent (equal to the rate of 
growth in the labour force, thus leaving the rate of 
unemployment unchanged at its present high level) ; 
and an annual growth rate of 6.5 per cent in GNP 
at current market prices, which is one per cent higher 
than the average annual growth rate of 5.5 per cent 
achieved over the First Malaysia Plan, 1966-1970. 
The aggregate level of planned development expendi- 
ture, M$14,350 million, is about 20 per cent of the 
projected GNP in current market prices and is sub- 
stantially higher than the level achieved over the 
period 1966-1970. Of this total, the private sector 
is expected to contribute M$7,840 million or 53 per 
cent and the public sector M$7,250 million or 47 per 
cent, thus implying increases of 55 and 72 per cent, 
respectively, over the level achieved in the first plan. 


Major policy changes 


Policy measures taken during 1971 were directed 
towards the achievement of the three major objectives 
of the Second Malaysia Plan, viz. equity, employment 
and growth. The Central Bank, through refinancing 
facilities and through commercial banks and other 
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financial institutions, has increased credits to small- 
scale businesses in the agricultural and industrial 
sectors, especially those run by Malays. Although the 
liquidity of commercial banks increased substantially 
and remained at a high level throughout 1971 and in 
early 1972, domestic bank lending expanded relatively 
slowly. Thus, while credits to the private sector 
increased by nearly 22 per cent in 1970, these went 
up by only 14.5 per cent in 1971. In an attempt 
to expand bank credit, the Central Bank lowered the 
rate of interest in January 1971, the reserve and 
liquidity requirements remaining unchanged. The 
minimum for advances to commercial banks was 
lowered from 8 per cent to 7.5 per cent per annum 
for the general rate and from 7.5 per cent to 7 per 
cent for the preferential rate; the deposit rates of 
commercial banks and borrowing companies for all 
maturing periods as well as the discount rate of 
Treasury bills were lowered at the same time. 


An expansionary fiscal policy was pursued to 
offset the contractionary effect of the decline in export 
earnings and to carry out the large public develop- 
ment programmes under the Second Malaysia Plan. 
Thus, as against an increase of one per cent in 
current receipts of the public sector, the combined 
current and development expenditures went up by 
12 per cent. The figures for 1970 were 15 and 8 
per cent, respectively. The deficit was mainly financed 
outside the banking system. 


The Government abolished the payroll tax at the 
beginning of the year with the objective of encourag- 
ing the establishment of labour-intensive industries. 
It also amended the Investment Incentives Act of 
1968 to provide “labour utilization relief” incentive: 
pioneer firms may obtain tax exemption related to the 
number of workers employed substituting capital 
invested. These measures represent a major departure 
from the former capital-intensive biased approach for 
industrial development programmes. Special incen- 
tives were also introduced to encourage the growth 
of the labour-intensive tourist industry. 


The Government’s programme to increase Malay 
participation in commerce and industry is centred 
around two areas. The first is the establishment of 
statutory bodies, such as PERNAS, which are incor- 
porated as private companies, employing mainly 
Malays; these accounted for a substantial share of 
government over-all lending. The second is to ensure 
that the labour force reflects the racial composition 
of the national population at all levels of employment. 


Problems and prospects 


In the first half of 1972, the main sources of 
economic growth in the Malaysian economy were 
similar to those in 1971. The performance of the 
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export sector continued to be sluggish. The value 
of gross exports was M$2,280 million, compared with 
M$2,495 million in the first six months of 1971, 
representing a decline of nearly 9 per cent. This 
decrease in export earnings was due basically to the 
depressed prices for the main export items. For 
example, the price of RSS 1 rubber in the first quarter 
of the year was 88.2 Malaysian cents per kg; in early 
April it reached its lowest level of 84.5 Malaysian 
cents per kg. In the second quarter, the price had 
improved slightly to 90.3 Malaysian cents per kg 
largely due to expectations of greater demand from 
China and some East European countries. In August, 
the price again came down to 89.4 Malaysian cents 
per kg, a price significantly lower than the 109.6 
Malaysian cents per kg obtained in the corresponding 
quarter of 1971. It should be added that there was 
an exceptionally large seasonal decline in rubber 
production in the second quarter of 1972. Depressed 
prices were also observed for saw logs, palm oil and 
petroleum. Export of crude oil from Brunei and 
Sarawak was discontinued, which further accentuated 
the weak performance of the export sector. 


Attempts were made to offset the adverse effects 
of the declining export earnings through an increase 
in current government expenditure. Thus, current 
expenditure in the first and second quarters totalled 
M$607 million and M$623 million respectively, which 
was about 29 and 9 per cent higher than the corres- 
ponding quarters of 1971. 


Money supply continued to increase, as a result 
of the expansionary government current expenditure 
programme and expansion of credits to the private 
sector. In recent months, the increase in money 
supply has accelerated. With the rapidly improving 
liquidity position of the financial system and the 
accompanying strong bullish element in the capital 
market, it has given rise to pressures on prices. To 
counteract these trends, the Central Bank raised the 
statutory reserve ratio in October 1972 from 5 per 
cent to 8.5 per cent of the total deposits liabilities of 
commercial banks. A statutory reserve ratio of 2.5 
per cent for borrowing companies has also been 
introduced. 


In response to the floating of the pound sterling 
in June 1972, the Malaysian dollar was pegged 
unchanged at 0.290299 grammes of fine gold, but is 
tied to the US dollar instead of the pound sterling. 
No changes in exchange controls were made. 


Falling export earnings are of major concern 
for the Malaysian economy. Moreover, the effects of 
the proposed reshaping of the economic structure 
aimed at a more equitable distribution of income and 
wealth are uncertain. In view of the existing owner- 


ship of economic resources and the economic dis- ~ 
parities, the task facing the economy is considerable. | 


MONGOLIA 
Introduction 


In 1971, the country’s economic potential con- ~ 
tinued to improve and the production performance in — 
general was recorded as satisfactory. Real national 
income increased by 5.3 per cent and gross fixed- 
capital formation by 9 per cent. Industrial production 
in 1971 went up by 8.5 per cent as compared with 
that in 1970. The performance of the agricultural — 
sector was good and the production of livestock and | 
foodgrains increased significantly. Important steps — 
were initiated for intensive geological survey and - 
prospecting work to expand mineral production. | 
Exports increased by 24.6 per cent and imports by © 
14.7 per cent. : 


Available information for the nine months in ~ 
1972 indicate that bad weather conditions have affected — 
agricultural and livestock production adversely. The - 
industrial sector, however, made good progress, and 
the situation in mining, transport and communication 
was also expected to be satisfactory. In the social 
fields, continued progress was recorded. 


1971 and 1972 represent the first two years of — 
Mongolia’s fifth plan (1971-1976), which places © 
major emphasis on the growth of industry and — 
agriculture, particularly minerals and the livestock © 
sector. In 1973, continued emphasis will be placed — 
on the development of the livestock industry, the ~ 
exploitation of mineral resources and the further — 
expansion of economic and technical co-operation with ~ 
the Soviet Union in the implementation of the fifth — 
plan. 


Recent economic developments 


In 1971, the first year of the fifth plan, the 
real national income of Mongolia rose by 5.3 per 
cent compared with an increase of 5.8 per cent in 
1970. In the agricultural sector, production of food- 
grains was 414,000 tons, an increase of 26.8 per 
cent over the 1970 output. The rise in yield per 
hectare of nearly 27 per cent was an important factor 
contributing towards this good result. Livestock 
production increased in most provinces. Thus, while 
the state procurement plan targets were exceeded for 
most products, achievement as regards livestock fell 
short of the target. 


In the industrial sector, the volume of gross 
output rose by 8.5 per cent over that for 1970, this 
growth being spread over most industries, especially 


Mongolia 


power, metal working, chemicals, clothing and a range 
of consumer goods. 


Plants and factories newly commissioned in 1971 
include a power station, a wood-working complex, a 
fine leather coat factory, a canned meat plant and a 
carpet factory. 


In mining, intensive geological survey and pros- 
pecting work was undertaken during 1971, resulting 
in a substantial increase in known mineral deposits. 


Increases in foreign trade also occurred during 
the year, with exports and imports rising by 24.6 
and 14.7 per cent respectively. An indication of the 
progress of economic development is given by the 
rise of over 10 per cent in freight handled by the 
road and rail transport system. Labour productivity 
in railway transport increased by over 11 per cent, 
which was rather higher than the rise recorded in 
the industrial sector generally. 


The labour force engaged in industry and office 
work increased by 1.8 per cent in 1971, and average 
monthly wages rose by 2.3 per cent. Rates of income 
tax for these workers were reduced and those in the 
lowest income brackets were exempted. Retail prices 
for certain basic consumer goods were also reduced 
during the year. 


In 1972, a major policy aim was further to 
improve the performance in agriculture, especially as 
regards livestock production. With this in mind, the 
Government took special measures designed to boost 
livestock production, to increase the supply of agricul- 
tural labour, to improve managerial and technical 
standards and to afford significant production incen- 
tives. 


Targets for 1972 included an increase in aggre- 
gate industrial output by 12.0 per cent, and in 
agricultural output by 11.2 per cent (12.1 per cent in 
livestock and 6.6 per cent in land cultivation), with 
smaller increases in other fields such as transport, 
retail trade and housing. Enrolment in general schools 
and specialized higher educational establishments was 
planned to be 11.9 per cent higher than in 1971, 
and the number of hospital beds to be 9.2 per cent 
greater. The over-all target is for a rise of 7.0 per 
cent in national income, as compared with the rise 
of 5.3 per cent achieved in 1971. 


Statistics for the first nine months of 1972 
showed a mixed pattern of results as between the 
agricultural and industrial sectors. 


Unfavourable weather conditions have been 
responsible for a fall in production of foodgrains by 
5.9 per cent compared with the first nine months 
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of 1971. In the livestock sector, the number of 
stock increased by 10.8 per cent during the year. 
However, because in 1972 most parts of the country 
were affected by droughts, special measures’ were 
taken by the Government in October 1972 to minimize 
the difficulties which these conditions might raise for 
livestock production and management during the 
winter season (November 1972 to March 1973). They 
include special efforts to provide such facilities as 
water supply, fodder, veterinary services and warm 
shelters and the grant of financial assistance to 
agricultural co-operatives. 


In the industrial sector, most industries recorded 
significant progress in the first nine months of 1972, 
with total production rising by 11.2 per cent over 
that for the same period in 1971. Coal, construction 
materials, textiles, clothing and footwear as well as 
consumer items, such as meat, milk, flour and spirits, 
have all registered significant increases in output. 
For the whole of 1972, an increase of 14.4 per cent 
in the output of light industry and of 12.5 per cent 
in the food industry is forecast. In both these indus- 
tries, further diversification of production is under 
way, one important project being the establishment of 
a farm of 50,000 cattle specializing in meat produc- 
tion. In the transport industry, an increase of 4.1 
per cent in freight turnover was recorded for the first 
nine months of 1972 by comparison with the same 
period in 1971. The rise in road freight turnover 
at 8.7 per cent was noticeably higher than the 2.7 
per cent for railway freight. 


Foreign trade also rose substantially in 1972, with 
a rise of 16.3 per cent in exports and 16.9 per cent 
in imports over the corresponding first nine months 


of 1971. 


Policy issues 


Economic policy in Mongolia proceeds within the 
framework of the fifth five-year plan, which began 
in 1971. Special emphasis is placed on the develop- 
ment of agriculture, especially as regards livestock 
production. In the first two years of the plan (1971- 
1972), expenditure on agriculture has been equivalent 
to about 27 per cent of the country’s total investment 
over the past seven years. The targets for growth 
in livestock numbers for the two-year period have 
virtually been reached, but there is still room for 
considerable improvement in the application of modern 
technology and methods in this field. Moreover, 
given the particular climatic difficulties in Mongolia, 
substantial investment in infrastructure and in trans- 
port is a necessary aspect of achieving further 
increases in output. 


In industry, whose share in gross national 
product is expected to grow from 25 to 27 per cent 
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during the period 1971-1975, a continuing rise in 
iabour productivity is being sought, especially by the 
application of advanced scientific and technological 
knowledge in production. In this respect, great 
importance is attached by the Government of 
Mongolia to the newly established State Committee 
on Science and Technology, which has the task of 
drawing up consistent policy measures designed to 
facilitate the application of scientific and technical 
knowledge in industry. 


An important part of current development 
strategy is to make full use of the country’s resources 
with the technical co-operation of other countries, 
particularly the Soviet Union and the Council for 
Mutual Economic Assistance (CMEA) members. The 
development of export-oriented industries, such as tin, 
tungsten and other non-ferrous metals, as well as 
fluorspar, is being emphasized. In May 1972, an 
agreement was signed with the Soviet Union for the 
construction of a large project for exploiting copper 
_ and molybdenum deposits at Erdene Obo in Bulgan 
Aimak. The completion of this project will play a 
very important part in the acceleration of Mongolia’s 
industrial development and lead to a significant 
increase in exports. 


Future prospects 


In 1973, the prospects are for a continued rise 
in industrial production and foreign trade, although 
output in agricultural will still be very dependent on 
favourable weather conditions. The emphasis of 
economic policy will continue to be on the further 
development of the livestock industry, on the exploita- 
tion of mineral resources and on further economic 
and technical co-operation with the CMEA member 
countries. Within the framework of the current five- 
year plan. The increase in output is likely to continuc 
to be in excess of the rate of increase in population 
and a further rise in per capita incomes can be 
expected. In 1973 total investment in the economy 


Table IJ-18. Nepat: Mayor ECONOMIC INDICATORS 


(in million rupees) 


Government expenditure . . . 769.5 


1970/71 
Ordinary su ees eas 304.5 
Developmental "". 7. 2 465.0 
Government revenue 
Domestic: 25 V2 ose cethe 459-7. 
Boreign did. ous) opts fee Lay a 270.7 
Money supply" a. «3 «Bee = 2) 7930" 
Foreign exchange reserves . . . 108.0 


Sources: Nepal Rastra Bank, Quarterly Economic Bulletin; IMF, International Financial 
Statistics, September 1972; Economist Intelligence Unit, Quarterly Economic 
Review: India, Nepal Annual Suppleinent 1972. 


* July 1971. 
> June 1972. 


is planned at over 1,200 million tugriks, which 
represents nearly 13.5 per cent increase over 1972. 
Out of the total investment 38.6 per cent is appro- 
priated for agriculture and 21.4 per cent for industry. 
A rise of 11 per cent in national income is envisaged 
for 1973 which is the same rate as planned for 1972. 


NEPAL 


Introduction 


No reliable data are available on the changes 
in GDP, but the trends in the major sectors indicate 
that growth in 1971/72 may be slightly more than 
the growth of population. 


Agricultural production was affected by excessive. 
rain, and industrial production was also subdued. 
Total government expenditure rose by 20.7 per cent, 
more than half of which was for development pur- 
poses. Government revenue rose by 12.7 per cent 
over 1970/71. The relative contribution of foreign: 
resources in financing the development expenditure 
declined, yet remained an important source of finance 
Money supply increased by over 10 per cent. The 
consumer price index showed an increase of 5 to @ 
per cent. The balance of payments situation remained 
favourable and foreign exchange reserves increased. 
Regional disparities have grown and are of major 
concern to the Government at present. A two- 
year programme within the over-all context of the 
revised current fourth plan has been initiated, begin= 
ning from fiscal year 1972/73, i.e. July 1972, with 
greater emphasis on regional development. In 1972/7 
despite the delayed monsoon, production is expecte 
to improve in response to recent measures. The 
development-oriented budget of 1972/73 is expecte 
to raise production in industry and other sectors 
The trade treaty with India last year and the devalua 
tion of the Nepalese rupee in December 1971 ar 
expected to affect exports favourably. 


Percentage change over 
1971/72 1972/73 preceding year 
(revised) budget, —§ 
1971/72 1972/73 


928.8 1,267.5 20.7 36.5 
358.2 409.8 27.6 14.4 
570.6 857.7 22.7 50.3 


518.1 601.1 127 16.0 


260.1 291.0 —+4.0 11.9 
875.3° _ 10.3 AGS 
111.0 _ 2.8 


Nepal 
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Recent economic developments 
(a) Output 


Provisional estimates of foodgrain production in 
1971/72 showed that the level of production increased 
slightly as compared to 1970/71. Excessive rainfall 
in the hills adversely affected the production of maize, 
which declined by 8 per cent and thus offset the 
marginal increase by 2.1 per cent in the production 
of paddy and a remarkable recovery of 15.5 per 
cent in wheat production. Production of cash crops 
showed notable increases: jute output increased by 
9 per cent, potatoes by 7 per cent and sugarcane and 
oil seeds by about 4 per cent. 


The industria! sector made little progress during 
1971/72 and output in a number of industries 
remained below levels attained in earlier years. Some 
export industries, such as stainless steel and synthetic 
textile, were, in fact, adversely affected by the new 
accessibility formula based on value-added component 
in the trade treaty with India. The production of 
jute and sugar also seems to have lagged behind, but 
increases in output were recorded for cigarettes, 
matches and liquors. Industrial investment by the 
private sector has slowed down during recent years 
because of trade and transit uncertainties, and the 
public sector suffers from lack of managerial skills, 
various administrative problems and excess capacity. 


(b) Public finance 


Total government expenditure in 1971/72 was 
Rs 928.8 million, some 20.7 per cent higher than in 
1970/71. Of this, Rs 570.6 million, or 61.4 per 
cent, was for development purposes, which was about 
22.7 per cent greater than in the previous year. 
Government ordinary revenue increased by 12.7 per 
cent to Rs 518.1 million, although there were short- 
falls in customs and land revenue. The surplus of 
ordinary revenue over ordinary expenditure was 
Rs 159.9 million and, with domestic borrowing, helped 
in financing 37 per cent of the development expendi- 
ture. The flow of foreign aid was lower than in the 
preceding year, but its contribution in financing 
development outlay was still substantial at about 46 
per cent. Despite the increase in domestic resources, 
the over-all budget deficit, Rs 61.1 million, was over 
50 per cent higher than in 1970/71. 


The budget for 1972/73 envisages an increase in 
lotal expenditure of 36.5 per cent; in development 
expenditure of over 50 per cent and in ordinary 
expenditure of about 14 per cent. The largest 
increases will be for economic services (e.g. transport, 
power, communications, agriculture and irrigation) 
which have been allocated over 82 per cent of the 


developmental budget and about 60 per cent of total 
expenditure. The other main expenditure item is 
social services (especially education and health which 
will account for about 16 per cent on the development- 
al budget and nearly 18 per cent of total expenditure. 
The increased provision for education reflects the 
implementation of the New Education Plan designed 
to meet the requirements of trained manpower. This 
was initiated in 1971/72 and is to be extended to 
13 more districts in 1972/73. 


The budget also estimates an increase in ordinary 
revenue of some 16 per cent. New tax measures are 
expected to yield only Rs 25 million, which is about 
8 per cent of the increase in development expenditure. 
The gap between ordinary revenue and total expendi- 
ture is estimated to widen to Rs 666.4 million by 
comparison with Rs 410.7 million in 1971/72. 
Foreign aid is expected to increase somewhat to Rs 
291 million and foreign loans are estimaed at Rs 120 
million. The internal deficit is thus envisaged at 
Rs 255 million. In 1971/72, it was Rs 111.1 million, 
of which Rs 50 million was covered by internal loans, 
leaving an over-all deficit of Rs 61.1 million. Thus, 
assuming the 1972/73 budget estimates of revenue and 
expenditure are realized, there will need to be a very 
vigorous effort to raise internal loans if the extent of 
inflationary deficit financing is not to be greatly 
magnified in comparison with previous years. 


(c) Money supply and prices 


Money supply in Nepal has expanded substantially 
during the last few years. Information for the first 
three quarters of the fiscal year 1971/72 indicated 
that the average increase was about 9.5 per cent, 
which was larger than the average from 1970/71, 
mainly owing to the increase in external assets and 
claims on the private sector. In fact, the level of 
money supply in 1972 was 10 per cent higher than 
the figure for July 1971. ; 


There was a further increase in prices during 
ihe year. The consumer price index seems to have 
gone up by 5-6 per cent, related to an increase in the 
prices of imported goods and to the fall in domestic 
production of foodgrains. In particular, the prices of 
foodstuffs, oil, sugar and kerosene increased sharply 
in the last quarter of 1971/72. 


(d) External trade 


Export earnings increased substantially. The 
greatest contribution to this increase came from raw 
jute and jute goods. For this, the good crop and 
the trade and transit treaty with India were partly 
responsible, but favourable prices in the international 
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market contributed also. The devaluation helped, of 
course, to increase the value of exports in terms of 
domestic currency, but its effects on production and 
the volume of exports will not appear until 1972/73. 
Receipts from invisibles, which have been rising at 
an average rate of 25 per cent over the last few 
years, also contributed significantly to this increase. 
As a result, the balance of payments situation, which 
has shown considerable buoyancy during recent 
years, further improved. Foreign exchange reserves 
increased to US$111 million in mid-July 1972, as 
against US$108 million in mid-July 1971. This 
happened despite a decline in the reserve of Indian 
currency by 19.7 per cent during the same period. 


Major policy developments 


The major policy development in planning was 
the revision of the current fourth plan following the 
mid-term review, and the initiation of a two-year 
programme within the over-all context of the five- 
year plan with greater emphasis on regional deve- 
!opment. It was related to the growing concern over 
widening regional disparities and their socio-economic 
implications. Four regional growth centres, viz. 
Kathmandu, Dhankula, Pokhara and Surket, have 
been identified for this purpose. The programme 
envisages faster economic development of the hill 
regions, which have lagged far behind the Kathmandu 
valley and Tarai region; and it involves the adminis- 
tration of regional development on a decentralized 
basis. 


In the agricultural sector, an Agricultural 
Marketing Corporation was formed by the merger of 
the Agricultural Supply Corporation and the Food 
Corporation for improving the distribution of food 
production and building up stocks in various parts of 
the country to meet any foodgrain emergencies. 
Findings of the agricultural credit survey conducted 
by the Central Bank of Nepal indicated that the share 
of institutional credit to farmers is around 21 per 
cent, the rest being supplied by private money 
lenders. It showed also that institutional credit has 
mainly benefited the big farmers, whereas, in the 
hills, the indebtedness of the peasant families exceeds 
their annual income. Another significant conclusion 
of the survey is that, if sufficient credit is made avail- 
able for farming under the new technology, it could 
raise farm incomes in the hill areas by over 90 per 
cent and in the Tarai region up to 40 per cent. 
The findings suggest crucial areas for future policy 
developments and the role of various agencies in the 
agricultural sector. 


At the beginning of 1971, the Government 
announced an industrial development programme 
aimed at self-sufficiency in consumer goods. In view 


of the reluctance of private capital, special loans 
and tax concessions were offered to the private sector 
for the setting up of about 35 kinds of industries, 
with priority being given to textiles, paper and pulp 
and cement. Small-scale industries were exempted 
from licensing formalities and steps were taken to 
provide financial and technical assistance. The 
enlarged industrial development was announced in 
early 1972, covering 96 new industrial ventures. 
Cement, jute and other consumer goods industries 
(e.g. sugar, vegetable oil, ghee, cotton textiles) are 
also being developed under the public sector. An 
Industrial Licensing Board was constituted in 
February 1971 and it is proposed to set up an Indus- 
trial Service Centre to undertake feasibility studies, 
provide technical services and control the quality of 
industrial products. 


The most important development in the monetary! 
field was the major interest rate reform undertaken 
by the Nepal Rastra Bank in April 1971, with a view 
to increasing the mobilization of private savings and 
reducing the cost of financing for specific loans. This 
had a favourable impact over the year. The Rastra 
Bank also initiated measures for increasing the bank. 
ing network in the interior. Under this scheme, the 
Rastra Bank compensates the losses suffered by the 
newly opened branches of commercial banks locatee 
in the remote areas for the first five years. The Bank 
has also extended refinance facilities to financia 
institutions other than the commercial banks, with 
view to increasing the supply of funds to meet th» 
growing needs for export, agricultural and priorit» 
industries. As a result of these measures, credit t 
these sectors increased fourfold during 1971/72. 


An important development in exchange rat 
policy was the devaluation of Nepalese currency i 
terms of gold by 8.57 per cent at an unchanged US 
rate following the realignment of major feng + 
after the Smithsonian Agreement in December 197! 
Together with the trade treaty with India conclude: 
last year, the devaluation will have beneficial effec?” 
on exports vis-a-vis countries that revalued in tern” 


of US dollars. 


. 
Problems and prospects ' 
4 


The prospects for 1972/73 are somewhat mixes 
The large increase in government developmes 
expenditure, and the atmosphere of certainty stemmir 
from the trade treaty with India last year and furthy 
transit, transport and warehousing facilities offere 
by India in August 1972, will be conducive to grow 
in the economy. Despite a delayed monsoon, agricn! 
tural production is expected to be better than duris 
the previous year. The two-year development pr 
gramme is likely to raise industrial production 


Nepa! 


well as ameliorate regional disparities. Nevertheless, 
it has to be recognized that the substantial rise in 
exports in 1971/72 was mainly owing to the increase 
in jute and jute goods exports, which may not be 
sustained. The effect of the trade treaty in this 
respect will not be repeated; moreover, 1972/73 may 
not be quite a favourable crop year. The effects of 
the rupee devaluation on production, on the other 
hand, should appear in 1972/73. Even the atmos- 
phere of certainty following from the trade treaty. 
with India may not be very helpful unless efforts 
are urgently taken for well-planned export diversifica- 
tion and promotion. Tourism provides an important 
source of foreign exchange earnings. The balance 
of payments situation remains easy and exchange 
reserves are substantial. On the fiscal front, excessive 
dependence on foreign resources and deficit financing 
is to be avoided, and vigorous efforts should be made 
to mobilize domestic resources. 


Some of the long-term problems of economic 
development stem from geographical as well as 
institutional factors. There is considerable unemploy- 
ment and under-employment in rural areas. The 
development of backward regions, transport and com- 
munication, irrigation and industries remain priority 
areas for a more rapid growth of the economy. 
Institutional problems are equally important and need 
careful handling for better co-ordination and integra- 
tion of the developmental programme and _ policies. 
There is is also a need for developing the technical 
and administrative skills without which efforts to 
improve institutional structure may not be very 
fruitful. Indeed, these have to be achieved in a well- 
conceived and firmly-committed planning framework. 
Planning has to be improved substantially and should 
become the driving force for government policies. 
The establishment of the National Develonment 
Council in September 1972, under the Chairmanship 
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of His Majesty the King, is an important step in 
this direction. 


NEW ZEALAND 


Introduction 


During 1972, the New Zealand economy began 
to recover from the conditions of near stagnation 
coupled with substantial inflation of wages and prices 
that prevailed in 1970 and 1971. However, the pace 
of recovery has been slow and uneven, despite expan- 
sionary measures taken by the Government early in 
1972 and with the Budget in June 1972. Wage and 
price increases were lower in 1972 than in 1971, but 
still in excess of what had been experienced during 
most of the 1960s. The growth in real gross national 
product is estimated to have been no more than 2.5 
per cent in 1971/72 compared with 4.0 per cent in 
1970/71. 


The balance of payments remains very strong, 
with high export prices and some increase in volume 
giving an increase of over 16 per cent in export 
receipts in the year to September 1972. Imports, 
however, were up by only 3.5 per cent, due to the 
depressed internal conditions. A substantial surplus 
on current account together with a continuing high 
level of capital inflow resulted in external reserves 
rising by NZ$270 million in the same period. 


The prospects in 1973 are for further decline 
in the rate of inflation of wages and prices, continued 
recovery in output, a decline in unemployment, and 
the resumption of economic growth at a rate of 
about 4 per cent in line with what has normally been 
‘experienced in the past. 


SELECTED ECONOMIC INDICATORS 


(in million NZ$) 


Years ended March Percentage change over previous year 
1970 1971 1972 1973 , 1971 1972 1973 
GNP current prices. . . 4,741 5,432 6,235* 6,950 14.6 14.8 11.5 
Real GNP growth rate . a — — a 4.0 DES2 2.5-3.0* 
Export goods and services"? 1,353 1,455 1,718 1,740° 9.1 8.1 = 
Import goods and services** 1,303 1,443 1,548 1,700° 10.7 73 = 
Official overseas reserves . . 308.4 478.6 WES — 55.2 53.48 | — 
Consumer prices (1965 = 
L-OOQ) ate cacutectan c= ile 1,271 1,403 1,492" — 10.4 si? —_ 
Sources: Official publications; New Zealand Institute of Economic Research, Quarterly Predictions, 


December 1972. 


* Estimates of New Zealand Institute of Economic Research. 
» Estimates of National Development Council. 


£ September 1971—September 1972. 
2 End of June. 
1 Change in first half of 1972. 


© Overseas exchange transactions. 
* Years ended September. 

® Year ending June. 

* End of September. 
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Recent economic developments 
(a) Gross national product and expenditure 


In 1971/72 real gross national product is 
estimated to have increased by a mere 2.5 per cent, 
compared with an increase of 4.0 per cent in 1970/71 
and 4.7 per cent in 1969/70. The average rate of 
growth over the four years to 1971/72 has been only 
3.2 per cent: substantially less than the target rate 
of 4.5 per cent for the five years to 1972/73. 
Present indications are that growth in this latter 
year has picked up but may not exceed 3 per cent. 
The marked slowing down in the growth rate was 
largely the result of contractionary monetary and 
fiscal policies followed by the Government in the 
second half of 1970 and through much of 1971 to 
control serious wage and price inflation which deve- 


loped through 1969 and 1970. 


Money income aggregates showed _ substantial 
increases in 1971/72, although at somewhat reduced 
rates compared with 1970/71. Total salaries and 
wages rose by an estimated 20.5 per cent in 1970/71 
and by 15.0 per cent in 1971/72. Farming income 
increased by over 52 per cent under the stimulus of 
high export prices for dairy products and meat and, 
even when account is taken of the fact that some 
part of this increase accrued to stabilization accounts, 
the estimated increase was still very substantial and 
well in excess of the increase of 14.3 per cent in 
farming income in 1970/71. By contrast, company 
income has increased much more slowly than personal 
income, rising by 10 per cent in 1970/71 and by an 
estimated 8 per cent in 1971/72. Gross national 
product, as a whole, which at current prices rose by 
14.2 per cent in 1970/71, increased further by an 
estimated 15 per cent in 1971/72. 


In the current fiscal year to March 1973, the 
increase in incomes has slowed down, the growth of 
GNP in current prices being forecast by the New 
Zealand Institute of Economic Research at 11.5 per 
cent, incorporating an increase of 12 per cent in 
salaries and wages, a sharply reduced rise of 9 per 
cent in farming income and a rather higher rate of 
growth of company incomes at 12.5 per cent. Other 
personal incomes are expected to grow by some 17 
per cent in 1972/73, compared with 10 per cent in 
1971/72, largely because of substantial increases in 
government transfer payments (pensions, subsidies) 
that were introduced in 1972. 


By contrast with 1970/71 when domestic outlay 
on consumption and capital expenditure increased by 
19 per cent over 1969/70, domestic outlay in 1971/72 
rose by 11 per cent, with a consequent substantial 
reduction in the balance of payments deficit. In 
1972/73, it is estimated that domestic outlay will 
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increase by 9.5 per cent and the balance of payments 
is projected to show a large surplus. 


In 1971/72, private consumption and more 
especially public consumption expenditure fell away 
sharply from the high rates of increase recorded in 
the previous fiscal year. Even sharper declines in 
the rate of increase of fixed capital formation 
occurred; private capital formation increasing by an 
estimated 5 per cent and public capital formation by 
an estimated 5.6 per cent compared with rates of 
increase of approximately 26 per cent and 10 per 
cent respectively in 1970/71. Investment began to 
recover during 1972 and is now expected to rise by 
about 12 per cent in 1972/73 in both the public and 
the private sectors. 


(b) External trade and payments 


The improvement in the balance of payments has 
been a notable feature of the New Zealand economy 
in 1971 and 1972. Foreign exchange receipts from 
commodity exports increased by 16.8 per cent in the 
year ended September 1972, compared with an 
increase of 5.3 per cent in the previous year. 
Although the volume of exports has risen, the main 
reason for this improvement has been the significantly 
higher export prices for most exports, especially 
butter, milk products, meat and wool. Exports of 
forest products and manufactured goods, although 
only about 10 per cent of total exports have also 
shown high rates of growth in recent years. Imports, 
on the other hand, increased by only 3.6 per cent in 
value in the year to September 1972 by comparison 
with rises of 10.3 and 17 per cent in the two previous 
years. The fall-off in the rate of growth of imports 
in 1971 and 1972 reflected the low level of growth 
in real output of the economy; indeed, since import 
prices probably rose by about 5 per cent in 1972, 
it seems that the volume of imports fell in this period. 
Allowing for invisible receipts and payments, the 
current balance of payments showed a very large 
surplus of NZ$170.4 million in the September year 
1972: well in excess of the/surplus of NZ$11.6 million 
in the September year 1971. 


On capital account, the net inflow of both private 
and government capital which reached NZ$116.4 
million in 1971 was sustained at NZ$82.1 million 
in 1972. Net inflow of private capital for investment 
in several large projects as well as the repatriation of 
assets held by New Zealanders abroad have been two 
factors in this marked improvement on capital account 
since 1969. As a result of all these changes, New 
Zealand’s international reserves, which rose by 45 
per cent in the September year 1971 to NZ$506.7 
million, increased by a further 53.4 per cent to 
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_ NZ$777.4 million in the ensuing 12 months and to 
_ NZ$821 million at the end of October 1972. 


The immediate outlook for the balance of pay- 
ments remains good. Although butter prices have 
declined somewhat in recent months, meat prices 
_ remain firm, while wool prices moved up very sharply 
at the opening of the wool sales in the latter part of 
1972. The estimated average price of wool for the 
season, on the basis of sales to 6 November 1972, 
was 121.79 cents per kg, compared with 53.56 cents 
per kg for the same period in the previous season. 
These high prices are not expected to hold through 
1973, however, and a number of other adverse factors 
make it likely that export receipts in the coming 
year will decline from their current exceptional level. 
Imports on the other hand are likely to increase more 
sharply in value and volume terms as_ internal 
economic recovery picks up through 1973. The 
current account surplus in 1973 is thus likely to be 
substantially less than in 1972. 


(c) Public finance 


Fiscal policy through 1970 and 1971 was on the 
whole fairly restrictive, in line with the Government’s 
desire to control the pace of internal inflation. More 
expansionary policies began to be followed towards 
the end of 1971 and especially in 1972 when it 
became evident that economic activity required 
stimulation. In the 1971/72 fiscal year, expenditure 
was 16.5 per cent higher than in 1970/71 and 
revenue was up by 18 per cent. The deficit before 
borrowing was accordingly reduced to NZ$72 million, 
compared with NZ$81 million in 1970/71. Towards 
the end of the 1971/72 financial year, a number of 
measures were taken, such as increases in social 
security benefit rates, subsidies to sheep farmers, 
increases in state servants’ salaries and taxation 
reductions, reflecting a more expansionary fiscal 
attitude by comparison with 1970 and 1971. The 
1972/73 budget presented in June 1972 reinforced 
this new stance. Expenditure was budgeted at 
NZ$2,164 million, an increase of over 16 per cent 
on 1971/72 and revenue was estimated at NZ$1,951 
million, an increase of 9.5 per cent on that for 
1971/72. The deficit before borrowing was thus 
estimated to treble to NZ$213 million, Expenditure 
changes included substantial increases in social 
security benefits and in education and health services. 
The main taxation changes include a 10 per cent 
rebate on personal income tax and allowing the payroll 
tax to be deductible in assessing the taxable income 
of businesses. 


(d) Money and credit 


Money supply increased by over 13 per cent in 
1971/72, compared with a rise of 5.6 per cent in 


the previous year. At the end of June, money supply 
was over 15 per cent higher than it was a year earlier. 
This is the fastest rate of expansion in money supply 
for many years and is a reflection not only of the 
expansionary fiscal policies followed from late 1971 
and in 1972 but also the very large over-all balance 
of payments surplus in 1971 and 1972. Through 
much of 1971, government monetary policy was fairly 
restrictive and the supply of credit generally tended 
to fall short of demand. Towards the end of 1971, 
this policy was relaxed somewhat and the ceiling on 
the increase of bank advances for the year ended 
June 1972 was raised to 11 per cent. With the 
rundown in activity in the economy, however, the 
demand for credit fell away and actual bank lending 
by the end of August 1972 was only about 4 per cent 
greater than a year earlier. Trading bank demand 
deposits over the same period rose by 18.5 per cent. 
Thus, in comparison with the position in 1971, bank- 
ing institutions have considerable scope for increasing 
their lending activities even within the guidelines fixed 
by the Government. 


(e) Prices and wages 


The rate of increase in consumer prices, which 
was 10.4 per cent in 1971 compared with 6.5 per 
cent in 1969, slowed down in late 1971 and through 
1972 as the measures for wage restraint and price 
control adopted in 1971 and early 1972 began to 
take effect. In the first quarter of 1972, consumer 
prices increased by 1.9 per cent and in the second 
quarter by 1.2 per cent, compared with rates of 
increase of 1.9 per cent and 2.2 per cent respectively 
in the last two quarters of 1971. 


The movement in wage rates has also slowed 
down after a period of rapid escalation. In 1970, 
nominal weekly wage rates rose by about 13 per 
cent, compared with 5.9 per cent in 1969. In 1971, 
the increase was nearly 22 per cent, but the rate of 
increase has slowed down noticeably since then, th: 
vise for the year ended June 1972 being 13 per 
cent. The rate of increase in the latter half of 1972 
and in the first half of 1973 is likely to be somewhat 
lower than this, although several factors, such as 
delayed awards, a general cost of living increase and 
the implementation in early 1973 of the first stages 
of equal pay for women, are likely to mean that the 
rate of increase in 1972/73 and 1973/74 will not fall 
to that experienced in 1969. 


Major policy changes 


In the latter part of 1971 and through 1972, a 
major concern of the Government has been to bring 
inflation under control and at the same time to bring 
about a recovery in real output. A number of 
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changes in monetary and fiscal policies were made 
with this objective in view, and direct controls on 
prices and wages were also introduced or extended. 
A price freeze in February 1972 was followed at the 
end of Mach by a more extensive application of price 
control to most goods and the application of limita- 
tions on dividends and interest rates. 


The powers of the Remuneration Authority set 
up early in 1971 were stiffened and extended in 
1972 to cover all salaries and wages and, instead 
of a specified percentage guideline for permitted 
increases, the size of any increase had to be justified 
on certain specific grounds. Short-term stabilization 
problems in recent years have tended to overshadow 
the question of economic growth in the longer term, 
but a major revision of planning targets was 
carried out in 1972 by the National Development 
Council. The new GNP growth targets of 4.5 per 
cent per annum for planning periods ending in 
1981/82 were adopted, as well as revised targets for 
growth in exports. These targets now envisage that, 
by 1981/82, non-agricultural items will account for 
45 per cent of exports of goods and services, com- 
pared with 26 per cent in 1969/70. 


The improvement in efficiency and productivity 
of the manufacturing sector is seen as an important 
requirement for achieving the growth targets. 
Approval to the establishment of a national produc- 
tivity centre was given in 1972 and a number of other 
measures were taken during 1971 and 1972 to foster 
the growth of the manufacturing sector. The most 
important policy move was the decision in 1971 to 
phase out import licensing as a means of protection 
where this still exists and to substitute other measures, 
such as tariffs, within five years. The procedures by 
which this transition is to be accomplished were 
elaborated in a series of decisions during 1972 follow- 
ing examination of the problem by the National 
Development Council. 


Problems and prospects 


The short-term economic outlook for New Zealand 
seems reasonably favourable. External reserves are 
at an exceptionally high level; export prices are high 
and the terms of trade have improved after a long 
period of decline. Although imports are likely to 
increase sharply in 1973/74, the balance of payments 
will not be the constraint on economic growth that 
it has been in the past. Internally, there are signs 
that the inflation of costs and prices is moderating 
significantly and that a higher rate of real growth 
will be achieved in 1973 and 1974. On the other 
hand, with strongly expansionary government fiscal 
policies and the exceptionally liquid position of the 
banking system, there is the possibility of strong 
demand pressures emerging during 1973. 
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In the longer term, the five critical areas 
identified by the National Development Council: the 
persistent threat of inflation, low productivity growth, 
inadequate level of saving and investment and the 
need to secure improved terms of trade, remain to be 
tackled with appropriate policies if the rate of 
economic growth is to be raised above the low level 
of the recent past. 


PAKISTAN 


Introduction 


Pakistan’s economy was affected by the events 
that occurred in 1971. Increased defence expendi- 
ture and the decline in foreign resource inflow 
necessitated sharp cut-backs in development expendi- 
ture and imports. In addition, the events of 
December 1971 caused a sudden disruption of internal 
trade links that had developed for nearly a quarter 
of a century. Industrial production received a sharp 
set-back caused by immediate market constraints, 
power shortage in some areas and the labour unrest 
in the latter part of 1971/72. As a result, production 
in the large-scale manufacturing sector recorded a 
decline, which was unprecedented in the country’s 
history.! Agricultural production rose only marginally 
as a result of the continuation of drought conditions 
for the third season in succession, which again was 
unprecedented. The gross domestic product (at 
constant 1969/70 factor cost) increased by only 1.7 
per cent in 1971/72?: considerably less than the 
estimated increase of 2.7 per cent in population. 
Hence, per capita inocme fell for the second year in 
succession. 


Table II-20. Pakistan: Mayor ECONOMIC 
INDICATORS 
(percentage changes) 


1970/71 1971/72 1972/73 
(projections) 


GDP in real terms* . i bers 1 
Money supply? . w . . . 12 
Consumer price index® . . . 4, 
0 
1 


1 

Ne 

5 

Exports’: a" amie TUBA Mees 2 

lfeulolori sta My mien Cre wee mee a eh TG 8 
Foreign exchange reserves* . | 19 285 

(in million US$) / (June 1971) (June 1972) 


7 
8 = 
3 
0 


4 
=a 


Sources: ® At 1969/70 constant factor cost. See Planning Com- 
Commission, Government of Pakistan, Annual Plan 
1972/73, table 3, p. 9. 

» See State Bank of Pakistan, Annual Report for 1971/ 
7enpeed. 

© Ibid., pp. 18-19. The figures are averages of the 
consumer price indexes for industrial workers at 
Karachi, Lahore, and Sialkot. 

* Annual Plan 1972/73, tables I and IV, pp. 23 and 26. 

© Ibid., p. 27. 

f State Bank of Pakistan, Annual Report for 1971/72, 
p. 59. 


1 Government of Pakistan, Pakistan Economic Survey, p. XI. 


2 Planning Commission, Government of Pakistan, Annual Plan, — 
table 3, p. 9. 


Pakistan 


Nevertheless, the fact that Pakistan’s economy 
was able to record a positive growth rate in 1971/72 
in the face of a combination of adverse factors is 
indicative of its basic resilience. Moreover, at least 
two highly favourable developments occurred. First, 
notwithstanding a near-stagnation in over-all agricul- 
tural production, cotton production increased by as 
much as 36 per cent (to over 4 million bales) in 
1971/72.3 Second, exports increased by 42 per 
cent,* partly as a result of the extraordinary increase 
in cotton poduction (and exports) and partly due to 
the switch-over of some formerly internal trade to 
foreign markets. 


Recent economic developments 
(a) GDP by industrial origin 


Pakistan’s GDP (at 1969/70 constant factor 
cost) increased by only 1.7 per cent in 1971/72, as 
against the rise of 2.7 per cent in population. Con- 
sequently, per capita GDP declined for the second year 
in succession. Sluggish growth in the agriculture 
sector under the influence of continued drought and 
under-utilization of installed capacity in the large- 
scale manufacturing sector were the two main factors 
responsible for the low rate of growth. While the 
contribution of the agriculture sector to GDP 
increased by a mere 2.8 per cent, that of large- 
scale manufacturing recorded a decline of 5.6 per 
cent. Major crops, except cotton, made a poor 
showing. Wheat production increased by only 2 per 
cent to 6.5 million tons while sugarcane production 
actually declined by 5.2 per cent to 21.6 million tons.® 
But for the increase of 36 per cent in cotton produc- 
tion, value added in agriculture would have remained 
stagnant. The decline in value added in large-scale 
manufacturing was attributable to a number of factors, 
namely the war of December 1971 and its aftermath, 
labour unrest which continued during part of the 
year and took a toll of industrial production, and the 
curtailment of aid-financed imports which resulted in 
a scarcity of industrial raw materials and spares. 


Reflecting the slow-down in investment activity, 
the construction sector also recorded a negative growth 
rate of 5.5 per cent. 


(b) GDP by type of expenditure’ 


As against the rise of only 1.7 per cent in GDP 
at constant factor cost, GDP at market prices increased 


3 Tbid., p. 1. 

4 Ibid., table I, p. 23. 

5 Tbid., pp. 7 and 9. 

® State Bank of Pakistan, Annual Report for 1971/72, p. 6. 
7 Annual Plan for 1972/73, table 1, p. 8. 
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by 7.1 per cent in 1971/72, indicating considerable 
inflationary pressures. Private and government con- 
sumption expenditure increased by 8.5 per cent and 
24.2 per cent respectively. Gross fixed investment 
declined sharply by 26.4 per cent in terms of current 
prices. In real terms, the decline was even steeper. 


The ratio of gross fixed investment to GDP at 
market prices fell from 13.9 per cent in 1970/71 to 
9.5 per cent in 1971/72. Gross private fixed invest- 
ment as a percentage of GDP fell from 7.7 per cent 
to 4.2 per cent,® and the ratio of gross domestic 
savings to GDP dropped from 13.3 per cent to 10.9 
per cent over the same period.® 


Table II-21. Pakistan: GDP By TYPE OF 
EXPENDITURE 


(in million rupees at current prices) 


1970/71 1971/72 
GDP at market prices . *. . . . 48,650 52,110 
Uses: 
Private consumption . . . . .; 37,030 40,010 
Government consumption . . . 5,150 6,400 
Fixed investment. . . . =. -» 6,800 5,000 
Changes inistocks#eu ymin a. ga) 700 700 
Current account balance of payments —1,030 —_— 


Source: Annual Plan for 1972/73, table 1, p. 8. 


(c) Money and credit 


Monetary assets!° recorded an increase of 11.8 
per cent in 1971/72, as against the increase of 12.1 
per cent in 1970/71. The increase in monetary 
assets was attributable to the expansionary influences 
of the government sector, the domestic private sector 
and the foreign sector. “Other item”, however, were 
contractionary.1 


Bank credit expanded by about 12 per cent to 
Rs 9,022.8 million in 1971/72 as against the increase 
of only 4.7 per cent in 1970/71.!2 The increase in 
total bank credit was the net result of a rise of 
Rs 1,056 million in bank credit to the private sector 
and of Rs 50 million in inter-bank advances, partly 
offset by a decline of Rs 149 million in bank credit to 
the government sector. Much-of the increase in bank 
credit to the private sector occurred in the second 


8 Tbid., p. 2. 

® Gross domestic savings have been estimated by deducting the 
foreign trade balance from the estimate of gross investment. 

10 Monetary assets comprise currency in circulation, bank deposits 
(both demand and time), a portion of “other deposits” with the State 
Bank of Pakistan, deposits of co-operative and non-scheduled banks 
with the State Bank, and Post Office Savings Bank deposits. 

11 4nnual Report for 1971/72, State Bank of Pakistan, pp. 28-32. 

12 Annual Report for 1970/71, State Bank of Pakistan, pp. 34-35. 
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half of the year, mainly to meet the financing needs 
of a larger cotton crops. 


(d) Prices'8 


Prices came under considerable pressure as the 
money supply expanded sharply in the face of a near- 
stagnation in real GDP. Other factors responsible 
for the rise in prices included the increase in indirect 
taxes, the continuation of severe restrictions on 
imports, supply bottlenecks arising from shipping 
difficulties during the December 1971 war, the dis- 
ruption of internal trade in consequence of the events 
in 1971, and the increase in landed cost of imports 
both as a result of the application of a higher effec- 
tive rate of exchange under the Export Bonus Scheme 
and the currency appreciations in Japan and Europe. 
The wholesale price index increased by 10.3 per cent, 
while the average of consumer price indices for 
industrial workers at Karachi, Lahore, and Sialkot 
went up by 5.3 per cent. Given the large weight of 
food items in the consumer price index, the rise would 
have been even larger but for the amelioration of the 
food situation in the wake of larger imports!4 and 
the relatively better wheat crop harvested in April/ 
May 1972. 


(e) Public finance 


The situation faced almost throughout 1971] had 
its repercussions on the government budget. The 
revised estimates for 1971/72 indicated that revenue 
receipts amounted to Rs 5,898 million, showing a 
shortfall of Rs 1,528 million as compared with the 
original estimate. Non-development expenditure, on 
the other hand, amounted to Rs 7,179 million or 19 
per cent in excess of the budget forecast. The year, 
therefore, closed with a revenue account deficit of 
Rs 1,280 million instead of the surplus of Rs 1,374 
million foreseen in the original budget estimates. 
The external resources component of the capital 
budget at Rs 1,843 million also turned out to be 
much smaller than the original estimate of Rs 2,825 
million, 


(f) Foreign trade and reserves 


Merchandise exports increased by over 42 per 
cent to US$597 million in 1971/72, while merchandise 
imports declined by about 18 per cent to US$623 
million,4® The gold and foreign exchange reserves, 


13 Thid., pp. 34-35, 

14 Imports of foodgrains at 0.75 million tons during 1971/72 were 
three times as large as in 1970/71. 

18 Finance Division, Government of Pakistan, Annual Budget State- 
ment 1972/73, pp. 2-8. 

16 Annual Plan for 1972/73, table I and V, pp, 23 and 27. 


which had declined by US$88 million in 1970/71, 
increased by US$86 million in 1971/72. Never- 
theless, much of this increase was attributable to 
special factors, such as the moratorium on foreign 
debt repayment made effective from May 1971, the 
allocation of SDRs equivalent to US$27 million and 
the drawing of US$54 million from IMF under the 


Stand-by arrangement.17 


Policy issues and recent measures 


The Government has embarked on a programme 
to harmonize economic development with social 
justice. In pursuance of this policy, the Government 
has introduced a number of reforms relating to 
agriculture, industry, finance, labour, health and 
education. In agriculture, the ceiling on individual 
land ownership has been reduced substantially, and 
land thus recovered from large land-owners (without 
compensation) will be distributed to landless farmers. 
A number of measures have also been taken to bring 
about greater security of tenure and to improve the 
financial position of small farmers and tenants. In 
industry, the Government has taken over the manage- 
ment and control of 10 major industries (including 
31 manufacturing concerns) without. taking over 
ownership. In addition, the managing agency system!® 
has been abolished. In finance, the Government has 
nationalized life insurance business, with compensa- 
tion to be determined by an independent tribunal. 
The banking system has been put under a compre- 
hensive system of social control to be operated by 
the Central Bank; the main aim being a more purpose- 
ful and equitable distribution of bank credit. To 
improve the lot of labourers, the Government has 
introduced a new labour policy which provides for 
speedy and just settlement of disputes, a larger share 
in profits and considerably enlarged fringe benefits. 
In health, the reforms are intended to introduce a 
People’s Health Scheme to. cover the greater part 
of the country and designed to make both medical 
attention and medicines available at low cost. 
Educational reforms are designed to make education 
a state activity with free and compulsory schooling 
up to the lower secondary level and better pay and 
facilities for school teachers.!® . 


17 Data on balance of payments for 1971/72 are not yet available. — 

18 Under this system, the management and control of public limited 
companies used to remain in the hands of promoters without adequate 
accountability to shareholders in general. 

19 For details of the various reforms, see (a) Economic Reforms — 
Order, 1972; (b) Gazette of Pakistan Extraordinary, 11 March 1972 
(Land Reforms Regulation, 1972); (c) Idid., 19 September 1972, 
and State Bank of Pakistan, Annual Report for 1971/72 (Banking — 
Reforms); (d) New Charter of Rights for Workers and New Deal for 
Labour, both published by the Department of Films and Publications, 
Government of Pakistan; (e) Ministry of Education, The New Educa- 
tion Policy, 1972-1980, and Education for the Masses, published by 
the Department of Films and Publications, Government of Pakistan; 
(f) Gazette of Pakistan Extraordinary, 27 September 1972 (Life In- 
surance Nationalization Rules, 1972). 
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A major reform measure which would impinge on 
the economy in the immediate future is the exchange 
reform. The Pakistan rupee was devalued from the 
previous parity rate of Rs 4.76 per US dollar to 
Rs 11 per US dollar on 11 May 1972. The system 
of multiple exchange rates which had been in 
operation since 1959 was thus replaced by a unitary 
rate. After the exchange reform, the Government 
negotiated an agreement with member countries of 
the Aid-Consortium and institutional donors and 
moved for negotiation of a long-term agreement on 
the debt burden. The interim debt relief arrange- 
ments extend over a period of 26 months ending 
June 1973. The total debt relief granted amounts 
to US$234 million and the repayment of the amounts 
deferred is to be over a period of three years, 
beginning 1 July 1974, in equal annual instalments. 
In May 1972, the Government also negotiated a Stand- 
by arrangement with IMF for an amount equivalent to 


SDR 100 million.2° 


Simultaneously with the devaluation, the Govern- 
ment introduced a more liberal import policy. Under 
the new policy, most raw materials, spare parts and 
components needed for industry have been placed on 
a list comprising about 330 groups of items which 
are licensed almost without restriction. Another 25 
items importable against aid or under barter arrange- 
ments are also being licensed liberally, 


Certain important measures were also taken in 
ihe monetary and fiscal field to counter inflationary 
pressures in order to ensure that the impact of 
devaluation and import liberalization on the economy 
is not jeopardized. Immediately after the devalua- 
tion, the bank rate was raised from 5 to 6 per cent 
and the maximum rates of interest on bank advances 
were increased from 9 to 10 per cent in the case 
of bigger banks and from 10 to 11 per cent in the 
case of smaller banks, Minimum interest rates were 
prescribed for banks in respect of savings and fixed 
deposits by raising the previous fixed rates by one 
per cent. Banks are now free to offer higher rates 
on deposits if they so wish. The rates of interest 
on government savings schemes were also raised. 


In the fiscal field, the Government imposed 
export duties on certain items, such as raw cotton, 
coarse cloth, cotton yarn and waste, wool and rice, 
to eliminate windfall profits. The rates of import 
duties and sales tax on certain import items were 
reduced to prevent an excessive increase in their 
Janded cost. An effort was undertaken to balance 
the budget by imposing additional taxes (estimated to 
yield Rs 263 million in 1972/73) and by checking 
non-development expenditure. While revenue receipts 
of the federal government were estimated to increase 


20 See IMF Survey, 6 November 1972, pp. 103-105, 


by 26 per cent as compared with 1971/72, non- 
development expenditure on revenue account would 
increase by slightly over 3 per cent. 


With the expected increase in both internal and 
external resource availability, a larger development 
programme has been undertaken in the public sector 
during 1972/73. Total development outlay in the 
public sector is estimated at Rs 4,150 million for 
ihe year, representing an increase of 27 per cent in 
real terms over 1971/72. Of the total, Rs 1,140 
million will be raised internally and Rs 3,010 million 
from external resources.?! 


Outlook for 1972/73 


The outlook for Pakistan’s economy is quite 
encouraging. The annual plan for 1972/73 envisages 
a growth rate of 6.6 per cent in GDP at 1969/70 factor 
cost. The sectoral growth rates are as follows: 


Growth targets 


(%) 

Agriculture: (con wen dcs ey! 
(Major crops) ...... 75) 
Manufacturing ........ 12.6 
Gongtiction® case eas 10.0 
Trade ..... Drape Arey ccaees By 
The rest ..... See rate Netaat 5.4 


The growth rate target does not seem to be too 
ambitious if viewed against the background of the 
measures taken to rehabilitate the economy and con- 
sidering its potential which is evidence by the fact 
that it maintained an average growth rate of 6.3 per 
cent in the 1960s.22. Conditions favouring a strong 
growth momentum have been created with the intro- 
duction of basic economic and social reforms, in 


. particular the establishment of a realistic rate of 


exchange. The resumption of foreign economic 
assistance is an additional significant factor. Agricul- 
ture has received incentives both as a result of 
devaluation and from higher support prices offered 
by the Government. Given favourable weather con- 
ditions, which have already been in evidence, agricul- 
tural production should record a substantial increase, 
Industrial production should also pick up in the wake 
of improved labour-management relations, a liberal 
import policy and adequate power supply. In the 
construction sector, strong emphasis has been laid on 
private housing. In addition, a People’s Works Pro- 
gramme and a programme for establishing “agrovilles” 
are underway. As a result of the likely increase in 
investment in this sector, its contribution to GDP may 


21 See Annual Plan for 1972/73, p. 15. 
22 Tbid., p. 6, 
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be expected to grow substantially. Other sectors 
would, of course, grow in line with the main produc- 
tion sectors. 


PAPUA NEW GUINEA 


Introduction 


During the year ended June 1972,, gross monetary 
sector product at current prices fell by just over 3 
per cent in marked contrast to increases of over 20 
per cent in the two immediately preceding years. The 
main reason was the ending of the construction phase 
of the Bougainville copper project, although these 
effects were partially offset by the earlier than expected 
commencement of copper exports. Another factor 
was that output of agricultural export crops, especially 
copra and rubber, declined partly because of depressed 
world prices and partly because of internal produc- 
tion difficulties. The balance of payments deficit 
was somewhat reduced, largely because exports of 
copper more than offset the fall in receipts from 
agricultural exports. Internal inflation, with con- 
sumer prices rising by 7 per cent during the year 
under the influence of higher import prices, began to 
cause concern especially because of its effects on 
wage rates and production costs. 


A review of the current development programme 
was undertaken during the year, and work was begun 
on the preparation of the second development pro- 
gramme for 1973/74-1977/78. Particular attention 
is being given to the basic objectives of the plan and 
to the desired long-run structure of the Papua New 
Guinean economy. In 1972/73, the economic outlook 
is rather brighter, although there is still a degree of 
business hesitation because of depressed export prices. 
A. substantial increase in copper exports and the 
possibility of further important investment in new 
projects should result in a resumption of economic 
growth in 1973, although not at the exceptionally 
high rates experienced up to 1970/71. 


Table II-22. 


Papua New Guinea: 


Recent economic developments 
(a) Output and production 


With the end of the construction phase of the 
Bougainville copper project, gross monetary sector 
product declined in 1971/72 by 3.2 per cent, com- 
pared with increases of 23.6 and 21.4 per cent in 
1970/71 and 1969/70 respectively. Constant price 
estimates of gross monetary sector product are not 
available, but, in view of the rise in retail prices in 
1971/72, it would appear that in real terms the fall 
in gross monetary sector product was of the order of 
7 to 8 per cent. A further factor contributing to the 
decline was that output of some important agricultural 
products, such as copra and rubber, fell during the 
year and in almost all cases was well short of pro- 
gramme levels. Moreover, export prices for copra, 
rubber, coffee and cocoa were at depressed levels and 
thus the value of agricultural output as a whole fell 
by nearly 19 per cent in 1971/72. Nevertheless, 
encouraging progress was made in several areas. 
Fisheries production continued to expand, although 
not as much as had been expected, and further 
increases can reasonably be expected over the next 
few years as certain fisheries projects now under 
development with foreign investment assistance come 
to fruition. Palm oil production commenced in 
November 1971 rather earlier than had been expected 
and, with major new plantings currently underway 
or planned, this industry should provide an important 
diversification in the agricultural sector as well as an 
important source of export receipts over the next few 
years. Cattle numbers rose by 8 per cent in 1971/72, 
although beef production did not reach planned levels. 
Forestry output increased only marginally during the 
year, partly because of certain local factors affecting 
production but also because of the decline in demand 
for logs by Japan. In the mining sector, the major 
change as already mentioned was the termination of 
the construction phase of the Bougainville project. 
However, production began earlier than scheduled 


SELECTED ECONOMIC INDICATORS 


(in million Australian dollars) 


Year ending June 


Percentage change over previous year 


1970 1971 1972 1970 1971 1972 
Gross monetary sector product (national 
concept) atcurrent market prices. . S122 385.9 373.5 21.4 23.6 —3.2 
Exports of goods and services . . . 98.5 112.5 134-4 14.8 14.2 19.5 
Imports of goods and services . . . 267.9 324.5 304.7 44.7 Pala —6.1 
Trading bank advances*. . . . . 31.2 102.3 113.7 — — 13.7 
Retail prices (1961/62 = 100) . 115.0 121378 129.4° 1.4 5.8 6.34% 


Sources: GNP 

Exports 
Imports 
Bank advances and prices: Papua New Guinea Statistical Bulletins. 

* Average for month of July of year indicated. 

» Average for June of year indicated. 

© Average for March, 

4 June 1971 — March 1972. 


| Department of External Territories, Canberra; 
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and concentrate containing copper, gold and silver 
valued at about A$32 million was produced in the 
last three months of 1971/72. It is estimated that, 
with a full year’s production, export earnings in 
1972/73 will be about A$160 million and. probably 
higher, given the present level of world free market 
gold prices. 


Manufacturing output, with its limited range, 
increased by 11 per cent during 1971/72, but other 
sectors of the economy (particularly the building and 
construction industry) were mostly well down on the 
previous year. 


(6) Foreign trade and the balance of payments 


Total exports of goods and services increased by 
19.5 per cent in 1971/72, compared with an 
increase of 14.2 per cent in 1970/71. The increase 
resulted from the commencement of exports of copper 
concentrate valued at A$23 million. The export value 
of other produce, such as copra, rubber, cocoa and 
coffee, was in fact down by about 9 per cent by 
comparison with 1971/72, mainly because of poor 
export prices for the principal products and lower 
export volumes in some cases. Total imports of 
goods and services, on the other hand, declined by 
about 6.1 per cent in 1971/72, compared with 
increases of 21.1 per cent and 44.7 per cent in 
1970/71 and 1969/70 respectively. The decline in 


imports once again was a reflection of the end of . 


the Bougainville project construction period. The 
deficit on current account was thus reduced to 
A$182.8 million, compared with a deficit of A$212.9 
million in 1970/71. With very substantially increased 
receipts from copper concentrate exports in 1972/73, 
and despite some increase in imports, the current 
account deficit in 1972/73 should show a marked 
decline on earlier levels. 


(ec) Prices and wages 


A retail price index of very limited scope has 
been compiled since 1961/62 but was replaced by a 
more comprehensive consumer price index as from 
March 1972, with a base year of 1971. The old 
retail price index showed that prices rose by 5.7 
per cent in 1970/71 and by 6.3 per cent in the 
first nine months of 1971/72. The new consumer 
price index showed a further rise of 1.7 per cent 
in the following three months. 


Although no index exists, wage rates have also 
been rising in recent years. The Port Moresby 
minimum adult male wage rate for unskilled labour 


rose from A$6.50 per week in 1969 to A$7.00 in 


1970 and to A$8.00 in 1971. Following an enquiry 
by the Minimum Wages Board, a sharp increase to 
A$11.50 per week came into force in September 1972 
and will rise further to A$13.80 per week as from 
19 September 1973. Some apprehension has been 
expressed about the effects that an increase of this 
magnitude will have not only on costs and prices 
but also on the level of employment and investment 
in labour-intensive industrial development. 


(d) Public finance 


In the fiscal year ended June 1972, total govern- 
ment expenditure (excluding recoverable services) 
increased by 10.3 per cent to A$200.1 million, and 
receipts by 9.7 per cent to A$199.4 million. This 
result was very much in line with original estimates. 
The budget for 1972/73 provides for an increase 
in expenditure of 11.7 per cent to A$222:65 million. 
Principal changes include an allowance of A$3.5 
million in respect of functions being taken over by 
the Government from Australia and A$3 million for 
the purchase of the Australian Government’s shares 
in New Guinea Timbers. Capital expenditure, which 
was A#40 million in 1971/72, is estimated at A$35 
million, the lower amount being due to the comple- 
tion of work on services related to the copper project. 
Other expenditure includes an increase of A$11.8 
million in finance to the Development Bank, the 
Investment Corporation, the Housing Commission 
and the University of Papua New Guinea. 


Revenue comprises direct taxation, indirect 
taxation, internal loans, grants and loans from Aus- 
tralia and loans from international institutions. 
Internal revenue from direct and indirect taxes and 
other charges is estimated at A$91 million, an 
increase of 6.0 per cent on that for 1971/72. 
Internal loans of A$27 are to be raised, and loans 
totalling A$14.9 million are expected from inter- 
national institutions. Australian grants and loans 
(excluding allowances, etc. to Australian civil ser- 
vants) will amount to A$85 million. Drawing down 
of cash balances and new taxes will provide the 
remaining finance to cover estimated expenditure. 


New taxation estimated to yield A$4.3 million 
was imposed in order to meet the estimated shortfall 
in revenue. This included increases in indirect taxes 
on tobacco, wines and spirits and motor vehicles; 
abolition of the personal: allowance deduction for 
income tax purposes; and introduction of a dividend 
withholding tax of 15 per cent. In making these 
taxation changes, the Government took into account 
the general approach recommended by the Committee 
of Inquiry into Taxation whose report has still to 
receive ful] consideration. 
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Major policy developments 


Further constitutional progress was achieved 
during 1971 and 1972, with the assumption of a 
greater degree of responsibility for internal affairs 
by elected representatives. Full internal  self- 
government is envisaged by the end ot 1973 or 
shortly thereafter. The new development plan cover- 
ing the period 1973/74-1977/78 currently in the 
course of preparation will thus be implemented during 
the first years of an internally independent Papua 
New Guinea. In framing the new plan, particular 
importance is attached to the achievement of a clear 
statement of its objectives and of the general nature 
of the future development of Papua New Guinea. 
In June 1972, a paper presented to the House of 
Assembly raised a wide range of basic issues on which 
the views of the Assembly were sought as a guide 
lo the framers of the new plan. 


Problems and prospects 


The immediate outlook for the Papua New 
Guinea economy is somewhat mixed. Export prices 
for certain products (e.g. coffee and cocoa) improved 
a little in 1972, but the outlook for others (e.g. 
copra) remained poor. On the other hand, the 
balance of payments will be significantly improved 
by substantially increased receipts from copper 
exports. Further, although traditional agricultural 
production remains stagnant, a number of new deve- 
lopments in the primary sector offer the prospect of 
reducing Papua New Guinea’s dependence on a few 
agricultural export commodities. Agreements with 
foreign companies on the exploitation of fisheries 
resources could lead to an increase in export receipts 


Table II-23. PHILIPPINES: 


Part Two. 


Current Economic Developments and Policies 


of up to A$20 million by the late 1970s and also to 
the expansion of employment opportunities. The 
livestock industry is being assisted to expand by a 
A$5 million IDA credit and loans of around A$2 
million from the Papua New Guinea Development 
Bank especially to indigenous Papua New Guineans. 
Major investments in forestry that are also in the 
pipeline could lead to a further substantial increase 
in export income, and encouraging progress is being 
made in the development of the oil palm industry. 
In the mining sector, the exploitation of substantial 
copper deposits (apart from Bougainville) is currently 
under consideration and other important possibilities 
of mineral development also exist. In the manufac- 
turing sector, the possibility of further progress 
through import substitution exists, although in this 
sector, as in some other sectors of the Papua New 
Guinea economy, the development of skilled man- 
power and entrepreneurs needs full consideration, 


THE PHILIPPINES 
Introduction 


In 1971 and 1972, the Philippine economy 
continued its recovery and readjustment to the 
monetary and fiscal reforms of February 1970. For 
the fiscal year 1971/72, GNP was 6.6 per cent above 
that in fiscal year 1970/71. In the first half of 1972, 
GNP was 4.8 per cent higher than in the second half 
of 1972. In 1972, three domestic events dominated 
and influenced the economy. They were: another 
devaluation of the currency as from April 1972; the 
disastrous floods in central and southern Luzon in 
July-August 1972; and the declaration of martial law 
on 22 September 1972. 


MAIN ECONOMIC 1NDICATORS 


Percentage change over previous year 


1971 1972 
1970 1971 1972 
GNP at 1967 prices (million pesos) 31,735 34,314 18,193? 8.1 6.5 4.8 
Index of production te Mes = Leg 
Agriculture? i ! 132.4 134.3° 131.2? ARG 1.4 —2.3 
Mining® 161.8 189.5° 202.2% ee 17.1 6.7 
Manufacturing 116.6 12778 160.0% ane 95 25.3 
Government surplus (deficit) (million pene —883 216 —4474 — — = 
Exports (million US$) ) aoedetriek, Te 1,062 1,122 691% 24.2 5.6 
Imports! (aillian WSS) Go:b) sa. Guess) eee 1,090 1,186 810 —3.7) 8.8 ee 
Trade surplus (million US$) A —64 —119f — —= = 
Exchange reserves, end of years (million US$) 244 2548 80.1 14.5 4.1 
Money supply, end of years (million pesos) 5,047 5,567 52118 6.2 10.3 —6.4 
Consumer prices (1965 = 100) 133.7 153.2 169.38 14.4 14.6 5.4 


Sources: GNP — National Economic Council. 


External trade — Central Bank, Statistical Bulletin, vol. XXIII, December 1971, p. 30; Manila Times, 17 September 


1972, spats 


Exchange reserves — Central Bank, Statistical Bulletin, December 1971, 


p. 30; Business Day, 30 October 1972, p, 1. 


Money supply — Central Bank, Statistical Bulletin, yol. XXIII, December 1971, pp. 28-29; Central Bank, News 


Digest, several issues 1972. 


Index of production — Central Bank, News Digest, vol. XXIV, 19 September 1972, p. 30. 
Consumer prices — Department of Economic Research, Central Bank. 


* First half of 1972. 

» Crop year, 1 July — 30 June. 
© Preliminary. 

* Estimate. 

°* January to June. 


! First eight months. 

= 31 August 1972. 

® November 1972. 

‘ First half of 1972 and second half of 1971. 


The Philippines 


173 


Recent economic developments 
(a) Gross national product 


In 1971, GNP at constant 1967 prices was 
34,314 million pesos, an increase of 6.5 per cent 
_ during the year, compared with an increase of 5.3 
per cent in real GNP achieved in 1970. In the first 
half of 1972, the rate of growth slackened somewhat 
to 4.8 per cent over the figures recorded for the 
second half of 1971. The biggest increases in output 
during 1971 and the first half of 1972 occurred in 
the mining and manufacturing sectors. 


These growth trends are confirmed by the 
Central Bank production indices. Output in 
agriculture, fishery, forestry and logging declined 2.3 
per cent from 134.3 (1965=100) in the 1970/71 
crop year to 131.2 in the 1971/72 crop year; the 
fall was exclusively due to a 21 per cent drop in 
forestry and logging. On the other hand, the mining 
index for January-June 1972 was 202.2 as against 
189.5 for 1971, an increase of 6.7 per cent. Manu- 
facturing continued to recover at about the same pace 
as in 1971; the manufacturing index for January-June 
1972 was 160.0 as compared with 139.2 in 1971; 
this was 14.9 per cent above 1971. For the first six 
months of 1972, electric power production in the 
area served by the Manila Electric Company was 13.6 
per cent above the comparable period in 1971; in 
the previous three years the rate of growth had been 
around 8-9 per cent. 


(b) External trade and payments 


The foreign trade situation was less favourable; 
exports in the first eight months of 1972 were down 
by 10.6 per cent compared with 1971, while imports 
were up by 6.9 per cent. Exports for January-August 
1972 were $691.1 million as against $773.1 million in 
the same period of 1971, while imports were $809.6 
million as against $757.1 million in 1971. 


The causes of the decline in exports were mainly 
on the demand side: the readjustments from ths 
United States economic measures of mid-August 1971 
and the Smithsonian agreements of December 1971, 
the slowdown in activity in the advanced countries 
including Japan, and the dock strike on the west 
coast of the United States in the last quarter of 1971 
and the first quarter of 1972. Thus, exports of 
coconut products, copper concentrates, logs and 
lumber and pineapples were all lower than in the 
previous year, and exports of the other major products 
did not increase enough to offset these losses: sugar 
exports were at the same level as in 1971 (in value, 
though down in quantity), while exports of plywood 
and bananas were up only slightly. 


As for imports, in the second half of 1971 the 
Central Bank projected an increase because exports 
in the first half of 1971 had been growing at the rate 
of 13-15 per cent annually and the domestic stabili- 
zation programme launched in 1970 had been a 
success. Moreover, Philippine import prices, 
especially from Japan and Europe, have increased, 
and the effects of the import liberalization with the 
higher prices of imports led to a substantal increase 
of 7 per cent in the value of imports from 1971 to 
1972 (first eight months). 


It is estimated that these adverse export and 
import developments will lead to a deterioration in 
the balance of payments by about $400 million. 


Despite the unfavourable course of merchandise 
trade, the basic balance of payments for the first 
eight months of 1972 was in slight surplus, being 
$7.2 million. Invisibles, including loans from Japan 
and international lending agencies, made up for the 
trade deficit. In 1971, the surpuls was $6.3 million. 
International reserves at $259.3 million at the end of 
June 1972 were 17.4 per cent above the year before 
($220.8 million); in October 1972 they stood at 
$226 million or 0.5 per cent more than in the same 
month of 1971 ($224.9 million). 


(c) Money supply and prices 


With continued restraint in the monetary sector, 
money supply at the end of August 1972 (5,211.2 
million pesos) was actually 6.4 per cent below the 
beginning of the year (5,567.4 million pesos) and 
only 1.5 per cent above the previous year. The 
internal public debt at the end of June 1972 was 
7,827.7 million pesos or 20.1 per cent above June 
1971 (6,519.8 million pesos), while the external debt 
was $1,134.7 million or only 8.7 per cent above the 
June 1971 $1,043.8 million. However, government 
financial operations exerted a contractionary influence 
on money supply. Thus, it was the international 
transactions and the private sector, through increased 
loans by the commercial banks, which exercised an 
expansionary push. 


Despite the increases in production and the fall 
in money supply, prices climbed: in September 1972, 
the consumer price index was 176.8 (1965=100) or 
i0.1 per cent higher than at the beginning of the 
year and 10.8 per cent higher than the 159.3 in 
September 1971. Food prices in particular pulled the 
price indices upwards, especially following the July- 
August floods. With the proclamation of martial law 
on 22 September, prices declined and for the first 
two weeks of October the index stood at 173.0 or 
only 6.9 per cent above the October 1971 level of 
161.9. 
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(d) Wages and unemployment 


Wages have not kept pace. The index of daily 
money wage rates for skilled workers for the first 
half of 1972 was 1445 (1965=100), as against 
139.0 for the first half of 1971; for unskilled workers 
ihe indices were 164.2 for 1972 and 155.4 for 1971. 
When deflated by the consumer price index, the real 
wage index for skilled labourers in the first half of 


a fall of 7.4 per cent. The fall in real wages was 
smaller for unskilled workers: 5.8 per cent. 


Finally, employment increased by 3.3 per cent 
from 1971 to 1972; the employment index for the 
first half of 1972 was 123.9 (1965==100), compared 
with 119.9 in the first half of 1971. Increases in 
employment were especially marked in agriculture 
(+13.5 per cent over 1971); transport, storage, and 
communication (+10,4 per cent) ; electricity, gas and 
heat, and water and sanitary services (+8.9 per 
cent); and mining and quarrying (+6.9 per cent). 


The evidence regarding long-term trends in 
employment is not reliable, but sample surveys con- 
ducted since 1956 may give some indications. Not 
counting 1956 because the surveys had not yet found 
their final form, from 1957 to November 1971 the 
labour force grew steadily by 50 per cent from about 
8.8 million to 13.2. million. The number of 
unemployed remained generally stable at between 
650,000 and 700,000. Thus, the unemployment rate 
fell from over 7 per cent to 5.3 per cent. A shift 
in employment also seems to have taken place. In 
1957, to 60.9 per cent of the labour force was in 
agriculture, but, by November 1971, the proportion 
in agriculture had fallen to 50.5 per cent. 


(e) Major policy developments 


When the United States announced its balance 
of payments policies in August 1971, the Philippines 
opted to let economic forces work themselves out in 
relation to the Philippine economy. Likewise, when 
the Smithsonian agreements of December 1971 were 
reached, the Philippines was a passive bystander. 
The peso-dollar rate was 6.435 pesos to US$1.00 at 
which it had been held by agreement among the 
commercial banks since September 1970; in July- 
August 1971 it improved by 0.5 per cent to 6.405 
pesos to US$1.00. But from August 1971 the rate 
went up again to 6.435 pesos to US$1.00, remaining 
there through the following realignments. In other 
words, the peso followed the United States dollar 
completely. 


Meanwhile the balance of trade was deteriorating 
and the balance of payments surplus was reduced. 
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On 7 April 1972, the Monetary Board of the Central 
Bank passed a resolution that henceforth the peso- 
dollar rate on the Foreign Exchange Trading Centre 
would be allowed to vary within a wider range of 
4.5 per cent below or above the guiding rate for the 
day, that is, the range of foreign exchange rate 
fluctuations allowed in the Smithsonian agreements. 
The rate quickly rose until it stabilized at 6.75 — 6.80 
pesos to US$1.00, implying devaluation vis-a-vis the 
dollar of about 4.4 per cent (over and above the 
December 1971 devaluation of the dollar of 8.7 per 
cent). The rate as of 381 October 1972 was 6.781 
pesos to US$1.00. 


In April, the Government approved five partici- 
pants in the Progressive Car Manufacturing Pro- 
gramme, The Central Bank will allocate foreign 
exchange to these five firms for implementing their car 
manufacturing plans but not to other car manufac- 
turers. The Programme specifies local content, con- 
tribution to mechanical engineering industry and, 
most important for regional economic co-operation, it 
opened up possibilities of co-ordinating manufactur- 
ing plans with future ASEAN development plans for 
industrialization. These possibilities in car manufac- 
turing have already spurred local interest in similar 
regional co-ordination of air conditioner manufactur- 
ing. 


In July-August 1972, record rainfall deluged 
central Luzon and then southern Luzon. The sub- 
sequent floods were the worst ever known; the destruc- 
tion of food crops and infrastructure forced an 
austerity programme and changes in priorities in 
government expenditure. Relief, rehabilitation and 
food production efforts came first and all other 
government spending had to be curtailed. Despite 
these rearrangements in priorities, the anticipated 
deficit in the government budget rose to about 500 
million pesos or roughtly 10 per cent over the original 
budget. 


On 22 September 1972, martial law was pro- 
claimed for the purpose of restructuring the Philippine 
Government and society. As an indication that the 
land reform programme was to be implemented 
vigorously, the remaining’ parts of the country were 
now declared land reform areas. At the same time, 
changes were instituted in the Government. The 
plans of the Reorganization Commission calling for 
streamlining the government structure and dividing 
up the country into 11 administrative districts were 
adopted. The Reorganization Plan also centralized 
efforts to achieve economic development by con- 
stituting a National Economic Development Authority 
(NEDA), thus merging the National Economic 
Council (NEC), the Presidential Economic Staff 
(PES), and the Office of Economic Co-ordination 
(OEC), the office in charge of government corpora- 
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tions. The President is to be Chairman of NEDA 


and the executive will be a director-general. 


Furthermore, the suggestions of the Presidential 
Commission to study Philippine education, so as to 
gear the educational system to development, were 
made into law. A new Tariff Code was approved, 
simplifying the structure, plugging loopholes, and 
giving the Government more discretion in setting 
tariffs, while at the same time increasing revenues. 
New assessments of land values were ordered so as 
to raise collections of land taxes but action has been 
deferred for one year. More liberal terms for oil 
exploration by foreigners were announced. Finally, 
a Joint Central Bank-IMF Banking Survey Commis- 
sion finished its study of the financial system and 
its recommendations were made into law on 29 
November 1972. A new constitution providing for a 
shift from the presidential to the parliamentary form 
of government is being submitted to plebiscite on 15 


January 1973. 


Problems and prospects 


The policy changes and the economic develop- 
ments during the last year point to problems that 
have to be dealt with in the coming year. 


The floods of July-August diminished the supply 
of rice, so that, for the crop year 1972/73, the rice 
deficiency has been estimated at 800,000 tons. The 
import of rice to meet the deficit will aggravate the 
balance of payments problem. Secondly, the current 
expenditure related to martial law and rehabilitation 
will add to the already great strains on the budget. 


The entire country has now been declared a land 
reform area although precise directions on the 
implementation of the reform have yet to be imposed. 
The transfer of ownership from landlords to tenants 
requires substantial expenditure, even though the price 
of land has been set at only 2.5 times the gross value 
of the annual harvest. Furthermore, it should be 
recognized that, for land reforms to be effective, land 
redistribution and transfer of title deeds to the 
farmers should be supplemented by measures to 
promote productivity. Expanding needs for agricul- 
tural extension services, fertilizer and seed distri- 
bution, storage and transportation, and credit will 
have to be met. In the initial stages, the Govern- 
ment will inevitably be the major source of finance 
for these programmes. 


The real growth rate in GNP of 6.5 per cent 
in 1971 is commendable; yet, in view of an unemploy- 
ment rate of 5.6 per cent and the high rate of growth 
of population (3 per cent annually) with 650,000 
additions to the labour force every year, a higher 
rate oi growth of GNP is necessary. A major con- 


straint on growth has always been the growth of 
exports. A potential for the expansion of exports 
exists in the cases of agricultural products (e.g. 
bananas and corn) and minerals (e.g. nickel). As 
a result of the growth of the manufacturing sector 
over the last 20 years, the share of manufactures in 
the Philippines total exports has doubled during the 
last 12 years and there is scope for further increase. 
Still another potential exists in the expansion of 
tourism. 


Finally, the creation of employment opportunities 
remains a pressing problem. Current thinking in the 
Philippines is shifting from the possibilities of sub- 
stitution of labour for capital within industries to 
encouraging industries that require relatively more 
Jabour, such as electronics assembling and tourism. 


REPUBLIC OF KOREA 
Introduction 


In 1970, GNP in real terms grew by only 8.9 
per cent compared with nearly 16 per cent in 1969. 
There was some recovery to about 9.8 per cent in 
1971, but much of this was concentrated in the first 
half of the year with a marked slowing down of 
activity towards the end of 197]. Although there 
was some recovery in the second half of 1972 over 
the depressed levels of late 1971, growth over the 
year as a whole is expected to be about 7.5 per cent, 
the lowest since 1963. A growth rate of around 
11 per cent has been forecast for 1973. 


The much slower growth rate over the 1970-1972 
period resulted initially from restrictive monetary 
and fiscal policies introduced late in 1969 as part 
of the general stabilization programme designed to 
restrain aggregate demand and inflationary pressures 
and to check the emergence of serious balance of 
payments deficits. Activity in the construction sector 
fell very sharply and remained at greatly reduced 
levels throughout 1971 and 1972. Investment spend- 
ing as a whole also slowed down substantially in this 
period. Gross domestic fixed capital formation de- 
clined by an estimated 15 per cent in the first half 
of 1972 and is forecast to decline by 6 per cent over 
the year as a whole. Economic activity in the latter 
part of 1971 was also affected by uncertainty created 
by the international monetary situation, the higher 
cost of imports from Japan, the 10 per cent import 
sucharge and the quotas on textile imports imposed 


by the United States. 


In spite of the tight monetary policy pursued 
since 1970, influenced by a number of cost/push 
factors, prices continued to rise over the 1970-1971 
period at an average annual rate of about 9 per cent 
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as against 7 per cent in 1969, Although special 
measures were introduced in 1972 to moderate price 
rises, the consumer price index is likely to rise in 
1972 by about the same percentage as in 1971, 12.3 
per cent. 


With more favourable conditions in export mark- 
ets since late 1972, coupled with the appreciation of 
the Japanese yen and a series of economic measures 
adopted by the Government in August 1972, the 
growth of exports is expected to be sustained at a 
reasonably high rate during 1972 and 1973. Mean- 
while, the rapidly rising prices of raw materials 
imported from Japan, which comprise about 40 per 
cent of total commodity imports, led to a significant 
reduction in the rate of growth of imports. The 
deficit in the balance of payments, which rose sharply 
in 1970 and 1971, is expected to be substantially 
reduced by the end of 1972. 


Recent economic development 


(a) Growth performance 


In 1971, real GNP increased at an annual rate 
of 9.8 per cent, compared with an increase of 8.9 
per cent in 1970 and 15.9 per cent in 1969. The 
higher growth rate for 1971 may be attributed to 
improved performance in the agricultural sector, 
buoyant consumption expenditure and a sharp rise 
in imported inputs. Aggregate demand during the 
first half of 1971 was at a high level, real GNP rising 
at an annual rate of 15 per cent. In the second 
half of the year, however, it slackened considerably 
to an annual rate of 6 per cent. 


Agricultural and primary production increased 
by 3.0 per cent in 1971 as against a decrease of 0.8 
per cent in 1970, mainly because of good weather 
conditions and the upward adjustment of grain prices 
together with the large increase in output from 
deep-sea fisheries. 
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Output of the non-agricultural sectors, including 
all economic activities other than agriculture, forestry 
and fisheries, increased at 12.2 per cent, which was 
about the same rate as in the previous year, but 
below the average annual rate of growth of this 
group, which was 15.8 per cent over the period 
1967-1971. Manufacturing which has been a leading 
sector of the economy throughout the 1960s, expanded 
by 18 per cent, about the same as in 1970 but less 
than the rate of 22 per cent achieved in 1969. The 
remaining sectors, comprising mining, social overhead 
and other services, also''slowed down to an annual 
rate of 8.9 per cent in 1971 from 10.0 per cent in 
1970. 


The marked slowdown in growth which became 
evident in the latter part of 1971 continued in the 
first half of 1972. In the first half of 1972, real 
GNP rose at an estimated annual rate of only 5.7 per 
cent. While the agricultural sector grew at a record 
rate of 7.1 per cent in the first half of 1972, the 
non-agricultural sector as a whole performed very 
poorly, recording a growth rate of only 5.5 per cent 
compared with 17.1 per cent in the same period of 
1971. Investment spending in the first half of 1972 
declined very sharply, at an estimated annual rate 
of 14.8 per cent. The most serious decline occurred 
in government construction and private investment in 
residential construction, which declined by estimated 
annual rates of 22.8 per cent and 35 per cent, 
respectively. . 


(b) Investment and savings 


The increase in gross domestic fixed capital 
formation was higher in 197] than in 1970, being 
5.3 per cent as against 2.2 per cent. However, 
investment in non-residential construction declined by 
13.6 per cent, and investment in housing and electric 
power construction remained almost unchanged. 
Government construction, which declined by 12.7 per 
cent in 1970, reversed its trend in 1971 and registered © 


Table II-24. Repustic or KorkA: SELECTED ECONOMIC INDICATORS 


(in billion won, except where indicated) 


Percentage ¢hange over previous year 


1971 19728 19738 

1971 | 19728 19738 
GNP (1965 constant prices) . eae 1,562 1,674 1,799 9.8 “lh s 9,5” 
Agricultural output (1965 constant pr 1669) yds 379 389 406 can! 4.0 45 
Manufacturing output (1965 constant prices) rf 447 513 607 18.0 14.7 18.3 
Gross capital formation (1965 constant prices) 439 413 474 SP) —5.8 14.8 
Commodity imports (US$ million) . . 2,178 2,304 2,723 20.7 5.8 18.2 
Commodity exports (US$ million) . . . 1,132 1,610 2,174 28.3 42.2 35.0 
Balance of payments (US$ ciaen4 . —1,018 —650 —693 — — — 
Money supply® ° Oa te aa 361 503 660 WAGE 39.5 31.0 
Constneriprice ihdexosiceet 0) smu aur eee Llane 125.8 129.8 12.3 12.0 Siz 


Sources: Actuals: Bank of Korea, Statistical Yearbook. 
Forecasts: Economic Development Planning Board, September 1972. 
* Forecasts. 
» According to Korea Development Institute forecasts, real GNP growth rates for 1972 and 1973 are 7.3 
and 11.0 per cent respectively. 
© Average per year. 
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an increase of 2.5 per cent. Investment in machinery 
and equipment substantially increased by 19.6 per 
cent in 1971, as against a decline of 7.8 per cent 
in 1970. 


During the first half of 1972, gross domestic 
capital formation sharply declined at an estimated 
annual rate of 14.8 per cent: investment in machinery 
and equipment at 12.5 per cent, government invest- 
ment at 35.0 per cent, and housing investment at 
22.9 per cent. 


Domestic savings in real terms has shown no 
sign of improvement over the last five years, remaining 
around 14-15 per cent of GNP. About 50 per cent 
of the gross domestic fixed capital formation, which 
has been 28-29 per cent of GNP, has thus been 
financed by foreign loans and direct investment. 


(c) Employment and earnings 


On official estimates, the unemployment rate has 
been around 4.5 per cent during the last two years, 
compared with about 5 per cent in 1969. The official 
statistics are misleading, however, in that the de- 
finition of an unemployed person is someone who 
seeks work but works for less than one hour per 
week. In 1971, of the total employed labour force, 
about 50.5 per cent was engaged in agriculture, 
forestry, and fisheries, 14.1 per cent in. mining and 
manufacturing, and 38.4 per cent in social overhead 
capital and other services. In contrast, 58.7 per cent 
of the total employed persons were engaged in 
agricultural occupations in 1965. It is evident, 
therefore, that a substantial proportion of the labour 
force has moved from rural areas to urban industrial 
areas. 


Increases in real wage rates in manufacturing 
have significantly slowed down since 1960. In that 
year, they rose at a record rate of 21.8 per cent, 
in 1970 at 11.4 per cent, and in 1971 at only 6.9 
per cent, 


(d) Prices and money supply 


In 1971, the wholesale price index rose at an 
annual rate of 8.6 per cent and the consumer price 
index at 12.3 per cent, reflecting in particular a sharp 
policy-induced increase in grain prices to farmers and 
in the prices of imported raw materials. The latter 
was due to a substantial rise in international market 
prices, especially through the depreciation of the 
Korean won by about 18 per cent and the appreciation 
of the Japanese yen. Food prices, especially those 
of rice and sugar, continued to rise strongly and 
there were also sharp increases in public utility and 
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transportation prices. This inflationary pressure ex- 
tended its influence through the first half of 1972, 
during which the wholesale price index rose by 7.0 
per cent and the consumer price index by 7.7 per 
cent. A system of price restraint was introduced by 
the Government in August 1972 and this is expected 
to moderate price increases in the balance of the year 
so that, for the year as a whole, the consumer price 
index should show a rise of about 12 per cent. 


The increase in money supply was reduced to 
an annual rate of 17.7 per cent in 1971 from 21.9 
per cent in 1970, the latter being substantially lower 
than the increase of 44 per cent experienced in 
1969. 


(e) Government revenues and expenditures* 


Total government revenue for the fiscal year 1971 
was 599.3 billion won (equivalent to about 17 per 
cent of gross national product), including 13 billion 
won of counterpart funds made available through the 
United States assistance programmes and 7 billion 
won of supporting funds for military activities outside 
the homeland. In 1970, revenues were 446.3 billion 
won. 


The proportion of tax revenues in the total 
national revenue declined slightly from 77.1 per cent 
in 1970 to 76.4 per cent in 1971. Tax revenues in 
1971 increased by 23.5 per cent, as against an increase 
of 31.3 per cent in 1970, while non-tax revenue in 
1971 substantially increased by 28.5 per cent, as 
against a sharp increase of 30.5 per cent in the 
previous year. Total government revenues (excluding 
counterpart funds) increased by 26.2 per cent, as 
compared with an increase of only 5.6 per cent in 
1970. The proportion of internal taxes continued to 
increase from 63.6 per cent in 1970 to 65.3 per cent 
in 1971, while the proportion of customs duties 
declined from 13.5 per cent in 1970 to 11.1 per cent 
in 1971 and that of counterpart funds from 13.5 per 
cent to 8.4 per cent. 


The contribution of the general budget to the 
policy objectives of price stability and balance of 
payments equilibrium has been satisfactory in the 
1970s although this successful performance has been 
to some extent offset by special account activities. 
As a proportion of GNP, the deficit on the general 
budget declined from 1.0 per cent in 1969 to 0.6 per 
cent in 1971 and is expected to decline further to 
0.5 per cent in 1972. The decline in this ratio 
occurred as a result of government expenditure falling 
more rapidly in relation to GNP than did government 
revenue, 


1 Data based on Summary of Budget for Fiscal Year 1972 by the 
Economic Planning Board, Republic of Korea. 
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(f) Balance of payments and trade 


In 1971, the balance of payments deficit on 
current account (including transfer payments) in- 
creased sharply to US$845.8 million from US$622.5 
million in 1970. The trade balance recorded a deficit 
of US$1,046.0 million, as against US$922.0 million 
in the previous year. In 1971, exports of commo- 
dities increased by 28.3 per cent to US$1,132.2 
million, which was lower than the increase of 34.0 
per cent in 1970. Imports of commodities, on the 
other hand, increased by 20.7 per cent to US$2,178.2 
million, as against an increase of 9.4 per cent in 1970. 


The share of industrial products in total com- 
modity exports increased from 77.4 per cent in 1970 
to 82.1 per cent in 1971. Of this, the proportion 
of textile products (including fabrics, clothes and 
yarn) in the total commodity exports was 41 per 
cent in 1971, as against 35 per cent in the previous 
year. The next largest export items were plywood 
and wigs, accounting for 12 per cent and 6 per cent 
of the total, respectively. The major import items 
during 1971 were machinery and transport equipment 
(US$685.4 million), grains (US$304.0 million), crude 
oil (US$187.6 million), woods (US$153.7 million) 
and textile fibres (US$139.2 million). 


In the first half of 1972, commodity exports 
markedly increased at an annual rate of 37.9 per 
cent to US$690.3 million, while the commodity 
imports remained about the same at the level of 


US$1,064 million. 


Major policy developments 


In spite of the various financial stabilization 
measures, inflationary pressures have continued in the 
Republic of Korea in 1971 and 1972, while, at the 
same time, the rate of economic growth has fallen 
substantially. 


To reinforce earlier stabilization measures, as 
Emergency Economic Decree was promulgated on 3 
August 1972. The stated objective is to restrain the 
rise of prices to within a 3 per cent level in terms 
of the wholesale price index. However, with the 
stated objective of lowering costs of production and 
promoting investment, the decree provides for the 
downward adjustment of interest rates on private 
loans to business firms made prior to 3 August 1972 
from an average of about 40 per cent per annum 
to 16.2 per cent; while the bank interest rate on 
time deposits has also been adjusted downward from 
16.0 per cent to 12.0 per cent. 


By this decree, the Government also provided 
special funds to help industries improve their pro- 
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ductivity and thus enhance their competitive position 
in the international market and to encourage industrial 
rationalization and the adoption of technological 
improvements. 


In order to encourage investment spending, the 
Government increased the depreciation allowance from 
between 40 to 80 per cent, depending on the type 
of industry. Moreover, through easier credit condi- 
tions since the decree, loans to business firms have 
risen substantially and this was reflected in the sharp 
increase in the money supply during the two months 
following the announcement of the decree: it rose 
18.2 per cent from 392.4 billion won on 31 July to 
463.8 billion won on 30 September. 


Problems and prospects 


When assessing recent trends in the Republic of 
Korea’s economy, it is important to bear in mind the 
objectives of the third five-year development plan, 
1972-1976. The plan was based upon a lower rate 
of growth of GNP than in the past, because major 
policy objectives included the securing of internal and 
external balance, greater expenditure on social over- 
heads and on the development of less economically 
remunerative rural activities, and a greater concentra- 
tion of investment in capital-intensive, import-substitu- 
tion industries where the gestation period is much 
longer than in traditional, labour-intensive, export 
industries. 


Thus, while the expected rate of growth of 
economic development in 1972 of 7.3 per cent com- 
pares unfavourably with performances secured in the 
late 1960s, it does not compare so unfavourably with 
the plan objective of 9 per cent. Similarly, the 
forecast given in table 1 of a 1973 growth rate of 
11 per cent, while not substantial by comparison 
with early growth performances, exceeds the 1973 
plan objective by 2.5 percentage points. 


It is expected that investment activities will 
revive in 1973, particularly in export-oriented manu- 
facturing industries and housing construction. Ex- 
ports have been rising rapidly since the second quarter 
of 1972, and foreign exchange reserves increased by 
17.6 per cent to US$664 million in the six months 
to the end of October. Most of the export industries, 
which had recently been plagued by such serious 
economic problems as inefficiencies and idle capacity, 
are now running at full capacity. 


These encouraging developments should result in 
GNP rising at an annual rate of about 11 per cent 
and investment spending by about 15 per cent in 
1973. The deficit in the international balance of 
payments is expected to increase by about 6 per cent 
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to about US$700 million from an estimated level of 
US$650 million in 1972, which is significantly lower 
than the deficit recorded in 1971. 


There is a need for policies that will prove 
successful in increasing the share of domestic savings 
in resource mobilization if the objectives relating to 
economic growth, lower balance of payment deficits 
and price stability are to be attained. In recent 
years, domestic savings as a proportion of GNP have 
remained steady at around 14 to 15 per cent. 


REPUBLIC OF VIET-NAM 


. Introduction 


The Republic of Viet-Nam’s economy in 1971 was 
marked, for the first time since 1965, by fairly stable 
prices. Gross national product rose by 5 per cent, 
with a good performance in the agricultural sector. 
However, the labour market eased considerably as 
a result of reduced employment in United States 
military establishments. The balance of payments 
remained heavily in deficit as it has been since 1961. 


Recent economic developments 
(a) Production trends 


The gross national product at constant prices 
increased by 3 per cent in 1970 and by about 5 per 
cent in 1971. The sector contributing most to the 
growth in GNP in 1971 was agriculture. The pro- 
duction of paddy increased from 5,715,000 tons in 
1970/71 to 6,325,000 tons in 1971/72, i.e. about 11 
per cent. Some 400,000 tons of the crop increase 
can be attributed to further expansion in area of 
IR varieties. The remaining increase can be ascribed 
to better cultivation techniques and renewed cultiva- 
tion of abandoned land. Despite the above results, 
however, the Republic of Viet-Nam did not attain 
self-sufficiency in rice production in 1972. During 
1971, 160,000 tons was imported, and the level of 
rice imports in 1972 is expected to exceed 300,000 
tons. 


The fish catch increased from 517,450 metric 
tons in 1970 to 587,500 tons in 1971 or by 13.5 
per cent. Forestry products increased markedly by 
62 per cent. As a result of improved security con- 
ditions in 1971, agriculture, fishery and forestry were 
moving ahead at a rapid pace, despite manpower 
shortages and the low level of investment. 


The industrial production index increased by 2.5 
per cent over the 1970 level. This modest perform- 
ance was due mostly to the recession of those 
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industries selling a major part of their output to 
United States military forces. Cement production fell 
slightly from 280,000 tons in 1970 to 264,000 tons 
in 1971. On the other hand, production of cotton 
fabric rose sharply from 48.3 million metres to 62.2 
million metres, reflecting the greater capacity provided 
by post-1968 reconstruction programmes. Paper pro- 
duction also rose from 36,700 tons to 48,400 tons. 


It should be noted, however, that the official 
index of industrial production, because of its obsolete 
weight system, does not truly indicate industrial 
performance. It seems that Viet-Namese industry 
experienced a reasonably good year in 1971 and a 
revised production index would show a larger gain. 


(b) Use of resources 


Gross investment at current prices increased from 
VN$60 billion in 1970 to VN$70 billion in 1971. 
Compared with previous performances, this is a rather 
small increase. In real terms it is even less, on 
account of the rising prices of capital equipment 
subject to a higher exchange rate since August 1971. 


Private consumption rose from VN$626 billion 
to VN$724 billion, an increase of 15.7 per cent 
compared with 39.5 per cent in 1970 and 40.8 per 
cent in 1969. This indicates that fiscal and monetary 
measures succeeded in dampening down the rate of 
increase in consumption. Government consumption 
increased from VN$154 billion in 1970 to VN$204 
billion in 1971, or by 32.5 per cent (compared with 
an increase of 18.1 per cent in 1970). Government 
investment, which accounted for only 8 per cent of 
total government expenditure in 1971, is expected to 
rise to 11 per cent in 1972. Military pay and allow- 
ances increased from VN$96 billion to VN$123 billion, 
while those of civil servants rose slightly from VN$34 
billion to VN$42 billion. The total government 
budget increased by 37 per cent over the 1970 level 
of VN$187 billion. 


Domestic tax revenue, which financed about 20 
per cent of total expenditure in 1970, increased by 
30 per cent. Direct taxes rose by about 20 per cent, 
whereas indirect taxes increased by about 33 per 
cent. Deficit financing covered 27.3 per cent of 
expenditure in 1971, as against 22.0 per cent in 1971. 
A significant change is the greater government 
reliance on sales of Treasury bonds. 


Net domestic savings was estimated at VN$23 
billion in 1971 compared with VN$6.2 billion in 1970. 
This was due to the substantial increase in household 
savings as a result of rising interest rates. Net for- 
eign savings, which include grant-in-aid, loans and 


foreign capital,’ totalled VN$61 billion (US$520 
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million) in 1971, compared with VN$57.3_ billion 
(US$485.3 million) in 1970. The Republic of Viet- 
Nam began to receive a substantially higher level 
of economic assistance from other countries in 1971. 
In obligation or commitment terms, the total of such 
assistance rose to US$78.1 million from US$32.9 
million in 1970. 


(c) Wages and prices 


1971 was the most stable year as far as prices 
were concerned since 1965. The consumer price 
index for working-class families in Saigon rose by 
18.2 per cent in the year ending December 1971, a 
rather low figure compared with the average annual 
rate of nearly 40 per cent during the period 1966- 
1970. Another price index for middle-class families 
attained a similar rate of increase of 18.7 per cent, 
compared with an increase of 36.5 per cent in 1970. 


The money supply, comprising currencies and 
demand deposits, increased from VN$162.8 billion on 
31 December 1970 to VN$208.4 billion at the end of 
1971. Commercial bank credit outstanding to the 
private sector (excluding the Agricultural Develop- 
ment Bank and rural banks) rose from VN$41.1 
billion at the end of 1970 to VN$63.1 billion at the 
end of 1971, an increase of 50 per cent. 


The average daily wages of skilled male workers 
in the southern part of the Republic of Viet-Nam 
rose by 22 per cent in 1971, compared with 30 per 
cent in 1970, while those of unskilled male workers 
rose 23 per cent in 1971, compared with 93 per cent 
in 1970. In the central part of the Republic of 
Viet-Nam, the average daily wages of skilled male 
workers increased 38 per cent in 1971, compared with 
73 per cent in 1970, whereas those of unskilled male 
workers rose by only 17 per cent, compared with 47 
per cent in the previous year. This indicates the 
slackness of the labour market in 1971, particularly 
in the central part of the Republic of Viet-Nam where 
the United States troop pull-out had greatest effects. 
In the meantime, demand pressure from United States 
personnel has decreased considerably, contributing to 
the slow pace of inflation in 1971. 


(d) Foreign trade 


In 1971, imports amounted to US$691.4 million, 
compared with US$663.6 million in 1970. In 1971, 
55 per cent of imports were financed by the Govern- 
ment’s own reserves of foreign exchange, 33.4 per 


cent by the Commercial Import Programme and 11.6 
per cent by United States PL480 Title I. 
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The growth of industry has depended heavily 
on imported raw materials. In 1971, the ratio of 
raw materials to total imports was 45.9 per cent, 
of which 37.4 per cent was for industry and 8.5 
per cent for agriculture. Capital goods accounted 
for only 14.8 per cent and consumer goods for 39.3 
per cent of total imports. These ratios were fairly 
stable throughout the war years because of the scarcity 
of domestic substitutes and because, until recently, 
the Government encouraged imports of such goods 
by an artificially low exchange rate. This situation 
has now changed. Reform measures adopted in late 
1970 raised the effective price of imports by 20 per 
cent. These measures were followed in 1971 by the 
introduction of four basic exchange rates for different 
import commodities and by a major tariff reform 
that established four basic tariff rates of 0, 25, 50 
and 200 per cent. 


Despite the very substantial rise in import costs 
and the frequent confusion that accompanied the 
various reform measures, import payments (excluding 
the government payment on AID freight) reached a 
record level of US$691 million in 1971. However, 
considering the substantial increase in world prices 
during the year, the real value of imports was probably 
little higher than the US$662 million recorded in 
1970. 


Exports remained depressed and in 1971 were 
only US$12.5 million. During 1970 and 1971, export 
exchange rates were raised in a series of steps from 
VN$118 per dollar to VN$410 per US dollar in 
November 1971. This measure had little immediate 
effect on exports because of low domestic production 
and the lack of skilled management. However, rub- 
ber, the major commodity, did rise substantially in 
physical quantity from 21,430 tons to 31,104 tons 
in 1971. Nevertheless, the more favourable exchange 
rate has induced investment in such industries as 
fishing, timber and timber products. 


(e) Employment 


The labour market slackened perceptibly in 1971. 
During the period from 1965 to mid-1970, manpower 
was a major constraint on the expansion of the 
economy. Demand for goods and services in the 
United States sector was rising fast. The labour 
market was characterized by a shortage of skilled 
wotkers, and during the tightest period, 1966 to 1969, 
by a shortage of unskilled workers. In 1968, when 
the general mobilization law was introduced, the 
agricultural sector, usually marked by underemploy- 
ment, began to show signs of a labour shortage. As 
a result, a large number of women, children, and 
elderly people entered the work force during the period 
1966-1969. 
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By the end of 1971, the situation had changed. 
The United States military establishments released 
about 25,000 workers, but more important was the 
levelling-off of the government forces. 


Major policy developments 


Major economic measures have been instituted 
in 1971. These measures consolidated a series of re- 
forms initiated in September-October 1970, including 

a doubling of interest rates. The primary objective 
of monetary policy was to control inflation by 
attracting savings and reducing the demand for credit. 
At the same time, rice rationing was abolished and 
the prices of many basic agricultural goods were 
increased to encourage production. Many controls 
were abolished and greater scope given to the working 
of the market. In this connexion, the exchange rate 
and tariff reforms of 1970 and 1971 are probably 
the most important. In setting the four basic tariff 
rates, it is intended that raw materials and other 
basic commodities will enter duty-free, that manufac- 
tured goods will enter at the 25 per cent rate, luxuries 
at the 50 per cent rate and motor vehicles for 
personal use at the 200 per cent rate of duty. Thus, 
while the primary purpose of the 1971 reforms was 
a simplification of the tariff system and greater 
exchange rate flexibility, the object has also been to 
restructure the composition of imports. Indirectly, 


they also depreciated the piastre by about 20 per cent 
on average. 


Problems and prospects 


Demand was at its peak in the first quarter of 
1972, and imports were higher than in the first quarter 
of 1971. From July 1972, prices have steadily in- 
creased, with food commodity prices rising most 
rapidly. This is a consequence of the contraction 
of cultivated areas, the destruction of mature crops, 
and interruptions to supply routes. 


As a result of the war and adverse weather, rice 
| production seems unlikely to rise above 6.3 million 
tons. The level of rice imports in 1972 is estimated 
at 300,000 tons. Most of this quantity was to provide 
for relief and to replenish reduced inventory levels, 
Production of sorghum and corn has not achieved the 
objectives stated in the four-year national economic 
development plan (1972-1975) because seeds have not 
been adequately supplied and farmers have not shown 
enthusiasm. Actual output of sorghum and corn, as 
of September 1972, are 806 tons and 500 tons res- 
pectively, compared with planned levels of 75,000 tons 
and 16,000 tons respectively. Wood production is 
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expected to fall short of the 1972 target because of 
unfavourable security conditions, Fishery and animal 
husbandry production, however, far exceeded the 
target determined by the plan. 


Most industries were affected by the war. It is 
estimated that production of cotton yarns decreased 
from 13,368 tons in 1971 to about 8,980 tons in 1972. 
Cotton fabrics volume also dropped to 55,992 tons 
from the 1971 level of 64,079 tons. Estimated re- 
ductions in the production of paper and paperboard, 
cement, and glass are 12 per cent, 10 per cent, and 
19 per cent respectively. 


Money supply in the first nine months of 1972 
increased from VN$208.4 billion in December 1971 
to VN$219.3 billion in September 1972. Thus, the 
money supply has increased 5 per cent, compared 
with 15 per cent for the same period of 1971. Yet 
prices are steadily rising. The consumer price index 
for working-class families rose by 19 per cent in the 
first nine months of 1972, compared with 6 per cent 
in the same period of 1971. The food prices index 
rose by 20 per cent in this period. 


As a result of the war and the adjustment of 
the exchange rate in July 1972, public expenditure 
has increased substantially. The Government has ap- 
proved a supplementary sum of VN$43.9 billion to 
meet these needs, With this modification, the national 
budget has increased from the previously planned 
figure of VN$324.2 billion to VN$368.1 billion. 


In sum, as a result of the set-back in production, 
growth in GNP may be less than the 5 per cent target 
of the four-year plan (1972-1975). Commodity ex- 
ports will be around US$22 million, compared with 
the US$25 million stipulated in the plan. Rubber 
exports may fall from US$9 milion to US$6 million. 


SINGAPORE 
Introduction 


During 1971 and 1972, Singapore continued to 
maintain a high level of economic activity. Gross 
domestic product grew by 14 per cent in 1971, a 
rate somewhat lower than that achieved in 1970, but 
higher than that earlier expected, having regard to 
the rundown of the British military base and the 
adverse impact of the international monetary situation. 
Gross national product per capita rose to over 
US$1,000 and substantial progress was made in 
diversifying the economy, achieving full employment 
and expanding domestic exports. 
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‘Table IJ-25. SincAPORE: SELECTED ECONOMIC INDICATORS 


1970 
GDP, factor cost, current factor cost prices (S$ 
million) . aces seibey Ss Wham 5,675 
Exports (S$ million) y tere: Wicth 5 Sve ant 7'50: 
Of which: 
(a) Domesticvexports, sn sen 1,827 
(b)  Re- Oust) HG ic, 0. oh oO oe 2,929 
Imports (S$ million). be sy 7,534 
Consumer price index (1960 = = 100) . ee, ingles) 
Money supply (S$ million)® . 3: AS 1,631 
International reserves (S$ million). . . . 3,233 


Percentage change over previous year 


1971 1972 
1970 1971 1972 

6,471 IT a = 
5371) 92,8008 «0.3 Eom EES 
2,368 =e sais oh 99.6 pes: 
3,003 = ee e's = 
8,655 4,490" +20.7 +149 +4.6 
E136 sj ULGsD vy aipale OAucie lett iD ealie ale 2b 
1,891 mee eS eS es 
4,109 par sy ED ft 


Sources: Department of Statistics, Singapore; and International Monetary Fund, International Financial Statistics, 


September 1972. 
* First half 1972. 
P August 1972. 
°End of year. 


Recent economic developments 


(a) Gross domestic product 


Manufacturing, with a growth rate of 30.3 per 
cent, remains the most dynamic sector of the economy, 
contributing 44 per cent of the GDP growth in 1971, 
as compared with 29 per cent in 1970. The policy 
of encouraging industrial exports is bearing fruit, 
with some 40 per cent of domestic manufactures ex- 
ported, increasingly to the markets in the developed 
countries of North America and Europe and to Japan. 
Major growth industries in manufacturing are (a) 
petroleum refining and (b) shipbuilding and ship- 
repairing. The latter industry has received active 
government support and participation; expansion of 
existing capacity will result in eight repair docks with 
more than 100,000 dwt capacity by 1975. Singapore 
continues to move away from import and labour- 
intensive industries towards high-technology industries 
with a high domestic value added content and a higher 
potential for training labour and management. The 
need to export an increasing share of domestic 
manufacturing output provides the rationale for en- 
couraging the establishment of multinational firms 
with technological “know-how” and well-established 
international markets. Output and employment in- 
dicators for 1972 point to the further rapid develop- 
ment of the manufacturing sector; in mid-1972, 
manufacturing employment showed a 17 per cent 
increase and output a 26 per cent increase over the 
figures for the corresponding period of the previous 
year. 


The growth rate of the construction sector de- 
clined from a peak of 47.1 per cent in 1970 to 16.6 
per cent in 1971, mainly as a result of the bottleneck 
created by the shortage of construction materials and 
labour. A further deceleration in construction ac- 
tivity, particularly in private housing development, 


occurred in 1972. The shortage of skilled workers 
and building materials resulted in further relaxation 
of work permit rules for immigrant workers and the 
suspension of the sale of sites for urban renewal 
projects, which had earlier been accelerated to offset 
the rundown of the British military forces. 


In the services sector, the growth rate was much 
lower in 1971 than in 1970, contributing only 48 
per cent of GDP growth in 1971, as compared with 
57 per cent for 1970. Military services stagnated, 
while entrepot trade showed lower absolute growth. 
The main areas of development here were in non- 
entrepot trade, tourism and financial services. The 
growth of tourist traffic, however, was slower in 1971 
than in 1970, and this, coupled with the rise in the 
number of new hotels, aggravated the excess capacity 
situation in the hotel industry. However, tourism 


Table II-26. SincAPporE: Gross DOMESTIC PRODUCT 
BY INDUSTRIAL ORIGIN-— SHARES AND GROWTH RATES 


1970 1971 

Industrial sector Percentage Growth Percentage Growth 
of total rate of total rate 

GDP at factor cost, current 
Pricestiws mac nw apm nee) LOO) 17.4 100.0 14.0 
/ 28.4 28.7 31.0 24.0 
Goods sector ©. = hs) Se 
Agriculture 3.2 11.2 2.9 10.0 
Manufacturing 19.9 27.6 23.0 30.3 
Construction 55 47.1 5.0 Tiel 
Services sector TA 13.5 69.0 10.1 
Electricity, gas, water . 2.4 US e7, 2.4 13%7 
Government services . 6.9 Ze 7.0 15.9 
Military services . . . 7.4 Shi 6.5, 0.2 
Ownership of dwellings . 3.6 10.6 3.7 17.9 
Tourism 4.9 22.4 5.0 17.2 
Wholesale and. retail pede 30.7 12.6 29.5 9.6 
(a) Entrepot trade . 12.0)" (26) (10:9) aay 
(b) Domestic trade . (18.7) (20.2) (18.6) (13.8) 
Other services Zieh Pianos 14.8 14.9 55 


Source: Department of Statistics, Singapore. 
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picked up again in 1972. The growth of the financial 
sector is reflected in the growth of commercial bank 
deposits by 17 per cent in 1971; growth for 1972 
is expected to be even higher, with a large inflow of 
funds from overseas. The Asian dollar market con- 
tinued to expand and to attract foreign funds, but 
the gold market has been in the doldrums since the 
spiralling of the gold price. The capital market saw 
considerable activity, particularly in the market for 
government securities. The stock exchange experi- 
enced a year of active trading in 1971 and is moving 
towards a new peak in 1972. 


(b) Gross domestic expenditure 


In 1971, domestic demand, as reflected in gross 
domestic expenditure, grew at a slower rate, 17.4 
per cent, as compared with 21 per cent in 1970; 
however, it is still higher than the growth rate of 
14.4 per cent per annum for the period 1966-1970. 
The main thrust in 1971 came from the 35.1 per cent 
expansion in public consumption expenditure, com- 
pared with only 10.2 per cent growth in private 
consumption expenditure. Investment expenditure also 
shows slower growth, with a substantial decline in 
the rate of growth of private sector capital formation, 
owing to the slackening of growth of investment both 
in machinery and equipment and in construction. 
However, the share of gross domestic fixed capital 
formation in GDE continued to rise, accounting for 
26 per cent of GDE in 1971, as compared with 23.9 
per cent in 1970. 


(c) Employment and wages 


Singapore has overcome its chronic unemploy- 
ment problem. The unemployment rate, which had 
been building up throughout most of the 1960s, 
declined to 4.8 per cent in 1971 and even further 
in 1972. Factors which have contributed to im- 
proving the employment situation are sustained and 
rapid over-all economic expansion, and labour absorp- 
tion by labour-intensive manufacturing industries and 
the tourist industry. As a result of the tightening 
labour market, about 9 per cent of the labour force 
in 1971 consisted of immigrant workers holding work 
permits. More than half of the employment growth 
in 1971 was generated by the manufacturing sector. 
With the rapid expansion of industry, commerce and 
finance, there is a growing shortage of managerial, 
technical and other skilled personnel, so that increas- 
ing attention has to be paid to manpower development 
in order to increase the supply of skills and to improve 
the skill level of the labour force as a whole. 


With economic prosperity and full employment 
prevailing, and the main economic setbacks resulting 


from the British military withdrawal being overcome, 
both government and management have become more 
sympathetic to labour’s demand for a new wage policy 
after the wage restraint of recent years. To prevent 
an uncontrolled wage-cost spiral, the National Wages 
Council was formed early in 1972 to advise on guide- 
lines for orderly wage increases in the private sector. 


‘In April 1972, the Council recommended the con- 


version of existing bonuses into an annual thirteenth 
month wage supplement, to be followed by either a 
negotiable bonus or a negotiable annual wage increase. 
For a start, an 8 per cent wage increase was recom- 
mended for 1972. At the same time, the total 
compulsory contributions of employers and employees 
to the Central Provident Fund were raised from 20 
per cent to 24 per cent of wages. For the public 
sector, wage levels were raised through the payment 
of an annual thirteenth month wage supplement. As 
a result of the general wage increase, increased efforts 
are being made to raise productivity at both manage- 
ment and worker levels in the private sector and to 
secure more efficient administrative organization in 
the public sector. 


(d) Money supply and price level 


The money supply rose by 16 per cent in 1971, 
with demand deposits growing by 15 per cent and 
currency in. active circulation by 17 per cent. 
Demand deposits accounted for just over half of the 
increase in money supply. The rapid increase in 
money supply, with the economy still on the Currency 
Board system, is the result of rapid economic expan- 
sion and the substantial inflow of foreign funds. For 
the first half of 1972, as a result of a further sub- 
stantial inflow of foreign funds, the money supply 
rose faster. 


Despite the rapid rise in the money supply, the 
economy continued to enjoy a fair degree of price 
stability, as goods could -be freely imported and 
domestic supplies of goods and services were cor- 
respondingly increased. The consumer price index 
rose from a monthly average of 111.5 in 1970 to 
113.6 in 1971, mainly because of higher freight rates 
and inflation in the countries of origin of major 
imports. The cost of living is expected to rise further 
in 1972, if inflationary tendencies in supplier countries 
continue unabated. In August 1972, the index stood 
at 116.1, as compared with 113.2 in August 1971. 


(e) External trade and payments 


Singapore’s total external trade grew by 14.1 per 
cent in 1971, as compared with 11.9 per cent in 
1970, to reach a record $$14,026 million. Imports 
grew more slowly than in 1970, as a result of slower 
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growth in domestic capital formation and consumption 
expenditure; the 1971 growth rate was 14.9 per cent. 
Exports (domestic and re-export combined) grew by 
12.9 per cent, largely because of the sharp rise in 
domestic exports, which had risen by only 0.3 per 
cent in 1970. For 1972, however, there has been a 
deceleration in the growth of external trade owing 
to the uncertainty surrounding the international 
monetary situation, falling commodity prices and 
increased direct trading by neighbouring countries; 
for the first half of 1972, the growth rate was only 
5.7 per cent, as compared with 17.1 per cent for the 
comparable period of 1971. However, the slow-down 
is greater for imports than for exports. Domestic 
exports, which increased by 30 per cent in 1971, are 
expected to show sustained growth with the increased 
export promotion efforts and the participation of 
multinational firms. 


The merchandise trade deficit rose from $$2,778 
million in 1970 to S$3,284 million in 1971. The 
current account deficit deteriorated from S$$1,905 
million in 1970 to S$2,635 million in 1971. The 
balance of payments, however, showed a surplus of 
S$845 million, a substantial increase over the S$461 
million recorded in 1970. As net earnings from 
services remained fairly stable, the trade deficit has 
been financed largely by increased capital inflow. 
Total official foreign reserves in 1971 increased by 
27.1 per cent to reach S$4,109 million. Indications 
in terms of external trade performance, tourist and 
other service receipts, and capital inflows are towards 
a continuing balance of payments surplus. 


(f) Public finance 


Current expenditure has grown faster than re- 
venue, mainly as a result of the rapid increase in 
expenditure on defence and internal security. The 
expansionary fiscal policy was also dictated by the 
need to offset the recessionary effects arising from 
the rundown of the British military base in Singapore, 
which was completed in November 1971. Of the 
budget provision for recurrent expenditure for fiscal 
year 1972/73, 38.9 per cent is for defence and internal 
security, 26.6 per cent for social services, 15.1 per 
cent for statutory expenditure and 7.8 per cent for 
economic services. However, of the provision for 
development expenditure for the same period, almost 
half goes to the economic sector. 


Heavy capital expenditures are earmarked for 
infrastructural development with a view to facilitating 
further economic expansion and to consolidating 
Singapore’s position as a shipping and financial centre. 
Emphasis is placed on transport and communications, 
including the further development of the container 


port, the airport, the national airline and the tele- 
communications system. With a view to providing 
efficient domestic transport, a mass rapid transport 
system is under study. 


Major policy developments 


(a) Intensified family planning campaign 


The family planning campaign is being inten- 
sified, its target of limited or zero population growth 
being necessitated by the lack of living space and 
the desire for a further increase in the standard of 
living. As the birth rate has been rising since 1970, 
with an increasing number of young women reaching 
the reproductive age range, the campaign seeks to 
increase the number of family planning acceptors 
and reduce family size. There are also policy mea- 
sures aimed at encouraging small families and 
penalizing large ones in future. 


(b) Manpower 


The development strategy for the 1970s gives 
high priority to building up of a pool of skilled 
manpower through changes in the educational system, 
industrial training policies and selective immigration. 
The programme for manpower development includes 
the restructuring and expansion of the formal educa- 
tion system, with particular emphasis on technical-bias 
education at the secondary level, and the expansion 
of technical and managerial education at the tertiary 
level, government and industry sponsorship of over- 
seas industrial training, joint government-industry 
training schemes at local training centres, and appren- 
ticeship schemes, An Industrial Training Board is 
to be established to co-ordinate and promote all forms 
of industrial skills training. A comprehensive range 
of apprenticeship schemes is being worked out, and 
legislation will be introduced to regulate all apprentice- 
ship training. A national Productivity Board has 
been established to spearhead the drive for higher 
productivity. 


(c) Development of financial centre 


The Government announced early in 1972 its aim 
to develop Singapore into a sophisticated financial 
centre. Several measures have been introduced or 
planned. The 20 per cent liquidity ratio required of 
banks operating the Asian Currency Unit was — 
abolished; exchange controls were liberalized to allow — 
resident companies geared to the export market to 
borrow from the Asian dollar market; insurance, and 
approved provident and pension funds are allowed to | 
invest up to 10 per cent of their funds in the Asian — 
dollar market and in certain specified Asian dollar 
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bonds. To create an active and sophisticated domes- 
tic and regional money market is the objective of the 
abolition of stamp duty on bills of exchange and 
certificates of deposit, the establishment of a discount 
market, and the issue of Treasury bills of different 
maturities and of short-dated bonds. The establish- 
‘ment of a number of merchant banks has been 
facilitated and the rules whereby companies can seek 
listing on the stock exchange liberalized. 


Problems and prospects 


The indications for the remainder of 1972 and 
1973 are for a continuation of the high level of 
economic activity experienced in recent years. The 
economy remains very dependent on the expansion 
of manufacturing activity, trade and foreign invest- 
ment, and is thus very vulnerable to external factors, 
such as international monetary changes, political and 
economic stability in southeast Asia and economic 
conditions in the countries which are Singapore’s 
main trading partners. 


Government policy gives particular emphasis to — 


the development of Singapore as a centre of finance 
and technical knowledge, the encouragement of foreign 
investment by multinational firms with established 
export markets, manpower development for economic 
expansion and high technology industries, and raising 
labour productivity. 


These policies have already had beneficial results 
in maintaining a high rate of economic growth, in 
overcoming ihe unemployment problem and in coun- 
teracting the effects of the rundown of the British 
military base. In the coming years, emphasis will 
continue to be on further diversification of the 
economic structure, the maintenance of economic 
growth and the achievement of more equitable income 
distribution and more gracious living. 


SRI LANKA 
Introduction 


Economic growth in Sri Lanka suffered a setback 
in 1971 with gross national product in real terms 
increasing by only 0.9 per cent, well below the rate 
of around 6 per cent achieved during the period 
1967-1970. Latest estimates indicate some improve- 
ment in 1972, but the growth rate may nevertheless 
not exceed 3 to 4 per cent. 


The weak external payments position during 1971 
and 1972 overshadowed shortfalls in various sectors 
of the economy. The high level of short-term in- 
debtedness, poor performance of the export sector 
and continued deterioration in the terms of trade 
resulted in a decline in imports in 1970 and 1971, 
with adverse effects on the growth sectors of the 
economy which are dependent on imported inputs. 
Increases in both exports and imports are forecast 
for 1972, but with the adverse effect of drought on 
the production of export crops in early 1972 and the 
continuing uncertainty regarding export prices, it is 
doubtful whether the forecast improvement in exports 
can be achieved. Aid disbursements reached a record 
level in 1971, but are unlikely to be as high in 
1972. Over the last 18 months, Sri Lanka’s short- 
term external indebtedness has been reduced at the 
cost of much-needed imported supplies. 


The inflationary impact of the budget in 1970/71 
was significantly less than in the previous financial 
year. The budget for 1971/72, as subsequently re- 
vised, covers a 15-month period because of the 
forthcoming change in the financial year to a calendar 
year basis, and provides for inflationary financing 
somewhat less than the actual outcome of the 1970/71 
budget. This has only been possible, however, 
through lower expected outlays on food subsidies and 
new capital projects. 


Table II-27. Sri Lanka: SELECTED ECONOMIC INDICATORS 


(in million rupees) 


1970 


Percentage change over previous year 
pS HOM ERE EEE EES 


1970 1972 


1971 1972 


1971 


GNP at factor cost in constant c ee seen DL695 
Gross national income* A 8,780 
Exports (f.0.b.) . 2,021 
Imports (c.i.f.) - 2,332 
External assets” 366.6 
Money supply? eee ost 950:0 
Colombo cost of vine index® (1952 = = 100) 2. 139.3 


40.9 


9,779 _ +4.1 — 
8,824 _ — +0.5 _ 
ek gf _— +5.5 —3,7 _ 
2,240 _ —9.1 —4.0 _ 
444.0 480.1 +119 421.1 +10.8 
2,149.1  2,160.5° +4.4 +9.3 +0.5 
147.6 151.99 4+-3.5 +6.0 +7.8 


Sources: 
* GNP adjusted for terms of trade effect. 
° End of year. 
© End of June. 
“End of July. 


Central Bank of Ceylon: Annual Report 1971 and Bulletin, August 1972. 
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Recent economic developments 
(a) Production trends 


The output growth of 0.9 per cent in 1971 was 
the lowest recorded since national income statistics 
were first compiled, comparing unfavourably with the 
average growth rate of 4.7 per cent during the 1960s 
and of 4.1 per cent in 1970. With population 
increasing at 2 per cent, growth in output per capita 
was negative. When allowance is made for the decline 
in the terms of trade by 7.6 per cent in 1971, largely 
because of higher import prices, real national income 
increased by only 0.5 per cent in 1971, in contrast to 
an increase of 3.3 per cent in 1970. 


In 1971, output increases were recorded in 
manufacturing, services and electricity, while the 
output of agriculture, construction, wholesale and 
retail trade declined. The output of the latter group 
of sectors accounted for 34.5, 5.6 and 13.5 per cent 
of total GNP in 1971 and recorded decreases in 
output of 0.6 per cent, 8.1 and 5.4 per cent respec- 
tively. While in manufacturing (including mining 
and quarrying), services and electricity, which ac- 
counted for 46.4 per cent of total GNP, output 
increased by 3.3, 9.6 and 34.3 per cent respectively. 
In the agricultural sector, tea production in 1971 
increased by 3.6 per cent over the 1970 level to 480 
million pounds, but still fell short of the peak level 
of 503 million pounds in 1965. Rubber production 
declined by il.l per cent to 312 million pounds, 
while coconut production increased by 6.9 per cent 
to 2,617 million nuts. In the other major component 
of agricultural output, paddy, there was a decline in 
production in both the maha and yala seasons. 
Output in maha was 41.6 million bushels and in yala 
25.3 million bushels, making a total of 66.9 million 
bushels, a decline of 14 per cent from the 1970 output 
of 77.5 million bushels. The decline was due to lower 
yields and acreages harvested owing to adverse wea- 
ther conditions, the insurgency in April 1971 and 
lower levels of fertilizer application. The output of 
the manufacturing sector increased by only 3.3 per 
cent, compared with 5.9 per cent in 1970, mainly 
because of the reduction in raw materials imports 
resulting from foreign exchange difficulties, which 
also affected the availability of building materials for 
the construction sector. The lower level of domestic 
agricultural production and of imported commodities 
led to a decline in wholesale and retail trade. 


In 1971, gross domestic expenditure was 1.8 per 
cent lower than in 1970, mainly as a result of the 
decline in consumption of imported supplies (19.4 
per cent) and the decline in gross domestic fixed 
capital formation (14.9 per cent). Total consumption 
increased marginally (0.4 per cent) as a result of 


Part Two. Current Economic Developments and Policies 


increases of 4 per cent and 9.6 per cent, respectively, 
in the consumption of locally-produced goods and 
services, and in public consumption. 


The growth performance in 1972 may be judged 
against the target rate of growth of 6 per cent in 
the five-year plan. Data available for the first half 
of 1972 indicate that tea production declined by 5.5 
per cent, mainly on account of the severe drought 
in early 1972. On the other hand, rubber production 
and coconut exports increased by 0.6 per cent and 
39.6 per cent respectively. The maha crop of paddy 
increased by 1.8 per cent to 42.3 million bushels, 
but fell short of the target of 54.4 million bushels. 
The yala crop was also adversely affected by the 
drought, and present indications are that production 
is unlikely to be higher than 23.9 million bushels, 
compared with the target of 27.7 million bushels. 
Thus total agricultural production may decline mar- 
ginally during 1972. Industrial production will again 
be affected by inadequate supplies of imported raw 
materials and problems of labour management. Con- 
struction activity is likely to be hampered by delays 
in obtaining building materials and the slowing down 
of private investment. In view of these factors and 
the slowing down of new projects in the public sector, 
it is unlikely that the over-all growth rate in 1972 
will exceed 3 to 4 per cent. 


(b) Balance of payments 


The weakness in the export sector in 1971 
continued to be the over-riding constraint in the 
external payments position. Foreign exchange earn- 
ings from exports were nearly 3.7 per cent lower in 
1971 than in 1970. The over-all export volume 
declined by 3 per cent and export prices by under 
1 per cent. The volume of tea exports remained the 
same, in spite of an increase in production, and the 
average price increased by nearly 2.7 per cent. 
Coconut exports increased in volume by 16 per cent 
and prices were marginally higher. On the other 
hand, rubber exports declined by 20 per cent in volume 
and 13 per cent in price. Minor exports registered 
only a marginal increase in value terms. 


Merchandise imports were reduced by 4 per cent 
to Rs 2,240 million in 1971, compared with Rs 2,332 
million in 1970 and Rs 2,653 million in 1969; with 
the 7 per cent increase in import prices, the volume 
of imports fell by over 10 per cent, reducing supplies 
required for the functioning of the economy. Certain 


food items, such as chillies, onions, canned fish and — 


green gram were banned, reducing imports by nearly 
Rs 90 million. The balance of payments constraint 
affected imports of raw materials and capital goods 
more severely. The increase in manufacturing output 
in 1971 had been made possible by running down 


ETON TP a aay aul EMS roe EU 


Sea 


pt 


~ 
PONS 


Se 


Sri Lanka 


187 


inventories. Foreign exchange difficulties had a salu- 
tary effect, however, on many industries, inasmuch 
as a determined effort was made to utilize local 
substitutes wherever possible, although the raw ma- 
terials may have been of inferior quality. 


Rigid control of import demand reduced the 
_ imbalance in the merchandise account from Rs 315 
million in 1970 to Rs 276 million in 1971. The 
current invisibles account also improved by Rs 66 
million in 1971, with the increase in the local ex- 
penditure of foreign missions and miscellaneous 
services. Expenditures on foreign travel declined 
owing to the additional curbs imposed by the Govern- 
ment, and the level of profits and dividends payments 
was also reduced, since the backlog accumulated by 
the moratorium of 1964/65 had been cleared by the 
end of 1970. On the other hand, there were increases 
in interest payments, as a result of the mounting 
foreign debt, and in remittances, on account of the 
implementation of the Indo-Ceylon Agreement. Earn- 
ings from tourism did not reflect the trend rate of 
growth observed since 1967, owing to the setback 
caused by insurgent activity in April 1971. 


Two significant features of the capital account 
were the extensive reliance on short-term trade credits 
and (reflecting the hard currency loans from the 
People’s Republic of China) the record inflow of 
foreign assistance. On a gross basis, Rs 646 million 
of imports were financed on trade credits, although 
the amount outstanding increased by only Rs 33 
million during the year. On the other hand, the level 
of bank borrowings outstanding declined by Rs 81 
million, leading to a net decline in short-term in- 
debtedness by Rs 48 million during 1971. Disburse- 
ments of foreign assistance in 1971 totalled Rs 603 
million, compared with Rs 380 million in 1970, owing 
to the hard currency loan of Rs 150 million from 
the People’s Republic of China. IMF transactions 
resulted in outpayments totalling Rs 62 million during 
the year, since only two instalments under the 1971 
Standby Agreement were drawn; if the allocation of 
special drawing rights (Rs 63 million) is taken into 
account, the IMF position was unchanged. Debt 
service payments (inclusive of IMF repurchases, but 
excluding repayments of short-term credits) totalled 
Rs 321 million and accounted for 16 per cent of 
‘Sri Lanka’s total export earnings. Thus, during 1971, 
although Sri Lanka’s balance of payments was under 
severe strain, its short-term indebtedness declined 
marginally; however, this decline was achieved only 
by sacrificing imports required for economic growth. 


The terms of trade continued to move against 
Sri Lanka in 1972, mainly as a result of the increase 
in all import prices, which was particularly severe 
in the case of petroleum, sugar and milk foods. 
Furthermore, the rupee price of imports had risen 


as a result of the currency realignment, that is, the 
linking of the rupee to the United States dollar in 
November 1971 and the subsequent decision to link 
it to sterling in July 1972. These adjustments have 
led to an estimated cumulative depreciation of the 
Sri Lanka rupee by some 10 per cent over the last 
12 months. 


It is estimated that, in 1972, the total value 
of exports will grow by 4.6 per cent and that of 
imports by 4.5 per cent, with the volume of 
imports lower than in 1971 owing to the increase 
in prices. The merchandise trade balance is ex- 
pected to worsen marginally, while, in the case of 
current invisibles, interest payments are likely to 
increase and tourist earnings are expected to resume 
the rising trend observed prior to the outbreak of 
insurgent activity in April 1971. The net effect is 
estimated to be a marginal deterioration on current 
account. On capital account, it is expected that the 
inflow of foreign assistance will be Rs 112 million 
lower than in 1971; the higher level of disbursements 
achieved to 1971 was due mainly to the hard currency 
loan from the People’s Republic of China. Capital 
repayments (including repurchase obligations to IMF 
but excluding short-term credits) are expected to 
increase from Rs 321 million in 1971 to Rs 380 
million in 1972, accounting for 18 per cent of the 
estimated export earnings. Short-term indebtedness 
is expected to fall by Rs 30 million. Thus, in 1972, 
the balance of payments position will continue to be 
acute as in 1971 but will not deteriorate further. 


(c) Public finance 


In 1970/71, government revenue receipts in- 
creased by Rs 72 million or 2.9 per cent, compared 
with increases of 9.6, 15.8 and 10.3 per cent in the 
previous three financial years. The modest revenue 
performance of 1970/71 was caused by lower receipts 
from export and import duties, and a fall in the 
revenue from Foreign Exchange Entitlement Certi- 
ficates (FEEC) because of lower imports in 1971 
and lower profits from the sale of food items. These 
reductions were offset to some extent by higher sales 
and turnover taxes, levies on state corporations, 
tobacco tax revenue and the receipts of government 
trading enterprises. The total expenditure of the 
Government during the financial year 1970/71 was 
Rs 4,143 million, (of which Rs 3,225 million was 
for current expenditures), representing an increase 
of 6.6 per cent over the previous year. The major 
items which increased were current defence expendi- 
ture, gross food subsidies, pension payments and 
interest on public debt. 


Government capital expenditure was slightly less 
during 1970/71 than in 1969/70; it fell well below 


original estimates and was in sharp contrast to the 
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compound rate of growth of 14 per cent achieved 
during the previous five-year period. The decline 
was mainly in the field of economic services, agricul- 
ture and irrigation, and communications. To a large 
extent the decrease was brought about by the events 
of April 1971, as well as by the dislocation of 
engineering and construction services caused by major 
reorganization in these sectors. 


Thus, the expansionary impact of government 
fiscal operations (domestic market borrowing from 
the banking system and decline in cash balances and 
foreign aid counterpart funds) declined to Rs 118 
million from the previous year’s level of Rs 428 
million. This improvement would not have been 
possible if capital expenditures had not fallen short 
of the original (including supplementary) estimates 
by 33 per cent, with adverse consequences for long- 
term economic growth. The increase in current 
expenditure was financed largely by increasing the 
public debt, both local and foreign, the former as 
a result of reduced opportunities for investment in 
the private sector and higher interest rates. 


The Budget for 1971/72 (covering a 15-month 
period) had three major revenue proposals indicative 
of a trend towards less liberal welfare policies. These 
were an increase in the price of the second measure 
of rice from Rs 0.75 to Rs 1, the introduction of a 
rationing scheme for sugar, with additional quantities 
available outside the ration at over double the price, 
and a 45 per cent increase in the price of flour. 
These proposals were expected to generate additional 
revenues of the order of Rs 356 million but would 
have produced only a modest surplus in the current 
account, the level of expansionary financing required 
for the 15-month period being Rs 161 million. 
Following strong criticism of these measures, the flour 
proposal was withdrawn, while that concerning sugar 
was modified by increasing the size of the ration, 
all of which resulted in an increase in the expansion- 
ary impact of fiscal operations to Rs 446 million. 
The proposal on sugar was reintroduced in March 
1972, but unfortunately by that time the world market 
price of sugar had increased, neutralizing most of 
the benefits of the proposal. On the basis of the 
estimates available at the time, the level of expan- 
sionary financing was expected to decline to Rs 252 
million. More recent estimates show that this will 
be reduced to under Rs 100 million, mainly as a result 
of the slowing down of new capital projects and the 
lower subsidy expenditures resulting from a higher 
volume of imported rice, which at present world 
market prices is cheaper than local rice. 


(d) Money supply and price level 


The money supply increased by 9.3 per cent in 
1971, compared with 4.5 per cent in 1970. The 


increase was largely brought about by an improve- 
ment in the net foreign exchange assets of the banking 
system; in previous years, the decline in these assets 
had offset the expansion of domestic credit. Data 
available for 1972 (up to the end of July) show 
a decline of 1.8 per cent in the total money supply 
from the level for the corresponding period of 1971 
and this pattern is likely to continue for the rest of 
1972. 


The Colombo consumers’ price index rose by 8.2 
per cent from the end of 1970 to the end of 1971. 
The prices were relatively stable during the early 
months of 1971. The price increases were marked 
after August 1971. During the first half of 1972, 
the index rose by 4.3 per cent. 


Major policy developments 


The foreign exchange budget continues to be 
used as a major instrument of policy-making in Sri 
Lanka. Faced with acute external payment positions, 
the Government banned imports of chillies, onions 
and green gram in 1971, significantly stimulating their 
local production. Similarly, action to reduce the 
ration of imported textiles from 6 yards to 4 yards 
resulted in increased local production. The change 
in the pricing system for the sugar and rice ration 
curtailed domestic consumption and imports, with 
beneficial effects on both the foreign exchange budget 
and the net food subsidy, a foreign exchange saving 
of around Rs 75 million being achieved in 1972. 


The five-year plan focuses attention on the sub- 
stantial savings effort required in both the private 
and the public sectors to finance the investment pro- 
gramme during the plan period. The plan framework 
envisages an increase in the average savings rate 
from the present 12.5 per cent to 17 per cent in the 
terminal year. In order to provide a stimulus for 
the savings effort, a single organization, the National 
Savings Bank, was set up to mobilize private savings 
through the amalgamation of various savings institu- 
tions. Interest rates have been increased to 7.2 per 
cent on savings deposits, 7.5 per cent on 12-month 
fixed deposits and 1] per cent on ten-year savings 
certificates. The response to these changes has been 
encouraging. 


In recognition of the need to augment the flow 
of external resources by foreign investment, the 
Government published a White Paper in June 1972 
setting out in broad terms the fields in which such 
investment will be welcomed, the facilities which will 
be granted to foreign investors and the criteria to 
be used in evaluating private foreign investment 
proposals and the areas reserved for the State sector. 
The White Paper also describes the assurances that 


— 
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will be given to approved foreign investors on such 
matters as the security of investments and the remit- 
tance of profits, interest and royalties, and capital 
repatriation. 


Following the package of social reforms an- 
nounced by the Prime Minister in November 1971, 
the Government has approved legislation which 
imposes a ceiling of 50 acres on the amount of 
agricultural land that may be owned by any person, 
provided that the amount of paddy land in the ceiling 
does not exceed 25 acres. Any land in excess of the 
ceiling is to be vested in a Land Reform Commission. 
Provision exists for the payment of compensation on 
certain criteria either in the form of cash or in bonds 
of 25 years’ duration carrying an interest rate of 
7 per cent. No firm estimate is yet available of the 
amount of land that this measure will make available 
for distribution to landless peasants. However, it is 
expected that, once the Commission distributes the 
excess land vested in it, there will be some reduction 
in the large number of unemployed. Foreign and 
locally-owned public company estates are not covered 
by the provisions of this Land Reform Bill. These 
company estates account for about 55 per cent of the 
land under tea and a further 30 per cent of the tea 
acreage is held by smallholders, leaving 15 per cent 
for distribution under this reform. The legislation 
met a long-felt need for redistributing large land 
holdings. The exclusion of company estates from the 
provisions of the Land Reform Bill was criticized 
during the debate in the State Assembly. The 
Government proposes to introduce legislation to make 
it compulsory for foreign-owned companies to register 
as local rupee companies. 


The Government has introduced a Bill to fix a 
ceiling on disposable income of Rs 2,000 per family 
per month, in pursuance of the Government’s declared 
intention to introduce wide-ranging social reforms. 
Under the proposed legislation, disposable income in 
excess of Rs 2,000 a month would be payable into 
a fund, and, if held on deposit for a period of two 
years, would earn interest at the rate of 5 per cent 
per annum. There are specified purposes for which 
monies deposited in the fund could be withdrawn. 


Unemployment continues to be one of the major 
problems facing the Government. No comprehensive 
estimate of unemployment is available, but the socio- 
economic survey conducted by the Department of 
Census and Statistics at the end of 1969 estimated it 
at 550,000, which at that time represented 14 per cent 
of the labour force. Taking into account estimated 
additions to the labour force and numbers obtaining 
employment since then, it is likely that the figure 
is now as high as 700,000. The events of April 1971 
and the slow-down in new capital projects of the 


Government in the current fiscal year have made it 
difficult to reduce the backlog of unemployed, although 
a crash employment programme has cleared the 
backlog of university graduates up to the end of 
1969. In the short run, the Government proposes to 
concentrate on increasing economic activity to absorb 
the annual additions to the labour force, but, in the 
long run, the solution to the problem will depend en 
developing self-employment opportunities and restruc- 
turing the educational system to achieve a better 
balance between supply and demand in the different 
categories of the labour market. 


Problems and prospects 


The primary objective of government policy in 
1973 is to restore economic activity to levels required 
for maximum utilization of existing capacity in all 
sectors of the economy. In addition, the budget for 
1973 attempted to generate public savings necessary 
to finance a capital development programme adequate 
to meet plan targets for 1973 as well as to make 
up the shortfall in 1972. The major revenue increase 
in 1973 is to be achieved by a further reform of the 
dual exchange rate system, whereby more imports 
were transferred to the category requiring the payment 
of the premium rate of exchange and by increasing 
this rate by 10 per cent for all foreign exchange 
payments in this category. Increases are also expected 
in income, business turnover and other taxes, while 
a saving in expenditure is to be achieved by the 
withdrawal of the free rice ration from income-tax 
payers and their families. The budget also provides 
relief for the traditional exports of tea, rubber and 
coconut by an increase in the lower limit for ad 
valorem tax for tea and the operation of floor price 
schemes for other products. 


Given the Government’s commitment to increase 
public savings to finance an enhanced investment 
programme, the foreign exchange component will be 
a controlling factor in achieving the targets set out 
in the five-year plan. It is expected that export 
earnings will increase by around Rs 75 million, of 
which Rs 35 million would be contributed by new 
industrial exports. However, recent experience in 
increasing new industrial exports is not encouraging. 
No clear gain is expected in the case of the major 
products, tea and rubber, and, in the case of coconut, 
the decline in production will be at least 5 per cent 
as the full impact of the drought in early 1972 is 
likely to be felt during 1973. 


As for the estimate of import capacity in 1973, 
a major factor will be support from the IMF and 
World Bank Group. The forthcoming budget is 
crucial for the. mobilization of external resources. 
With aid utilization during 1971 and 1972 continuing 
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at a very high level, and commitments made at the 
last meeting of the Aid Group being less than 50 
per cent those of the previous year, it is clear that 
aid in the pipeline will be almost halved by the end 
of 1972. This development will have serious reper- 
cussions on the supply position next year, unless new 
commitments are made at an early date to replenish 
the pipeline. Sri Lanka’s short-term indebtedness has 
been reduced during 1971 and 1972 on account of 
the rigid controls imposed on foreign exchange pay- 
ments, and no deterioration in this position is expected 
during the coming year, but much depends on the 
level of foreign assistance that will be forthcoming. 
At the same time, efforts are being made to increase 
domestic production (mainly of food items, which 
constitute about 40 per cent of the total import bill) 
and to substitute local raw materials, wherever 
possible, in the manufacturing sector. 


THAILAND 
Introduction 


From a situation of balance of payments deficits 
and a generally depressed level of activity in the 
domestic economy in the period 1969-1971, a turn- 
round in export performance in the second half of 
1971 and 1972 helped to improve the situation. The 
basic balance of payments (including inflow of 
foreign capital) has moved into surplus, and house- 
hold incomes have increased. A delayed response of 
private investment expenditures and the Government’s 
increasing cash deficits has resulted in excess liquidity 
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in the financial system and interest rates tend to be 
lower. The pace of private and public investment 
needs to be accelerated to increase output and employ- 
ment in the construction and other non-agricultural 
sectors in order to absorb surplus labour from the 
farming sector. 


Recent economic developments 
(a) Output and price level 


In 1971, agricultural output recovered from the 
relatively depressed level of the previous year, but 
a drought in the early part of the 1972 planting 
season has again resulted in a set-back. It is 
estimated that agricultural output will decline by 
about 2 to 3 per cent in 1972, compared with an 
increase of 5.5 per cent in 1971. Most of the decline 
would be accounted for by an estimated 40 per cent 
reduction in maize output and a 5 to 10 per cent 
decline in the first crop of paddy. The shortfall in 
agricultural output, together with stronger foreign 
demand, has already put upward pressures on domestic 
prices of major agricultural commodities. 


Real output of the economy as a whole increased 
at the reduced rate of about 6.5 per cent in 1970 
and 1971, compared with the average annual rate of 
approximately 8.0 per cent in previous years. Domes- 
tic output grew even more slowly by 4.5 per cent in 
1972, mainly because of the decline in agricultural 
production, even though the output of other sectors, 
such as manufacturing and construction, recovered 
moderately from the stagnant level of 1970 and 1971. 


SELECTED ECONOMIC INDICATORS 


(in million baht) 
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; 
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19718 1972> 1973© — —. AMA 
1971 1972 1973 q 
Se eae Le Pr. 
Aggregate expenditure current prices 144,560 155,410 165,800 6.3 Ted 6.7 7 
Of which: 3 
Private gross fixed capital formation . 20,653 21,915 24,000. —3.5 6.1 95 t 
Government gross fixed capital formation 10,899 10,500 11,550 4.6 —3.7 10.0 i 
GDP (1962 constant prices) 127,250 132,968 142,000 6.4 4.5 6.8 : 
Of which: f 
Agricultural output 38,136 37,226 40,000 55 | —2.4 TPS) 
Manufacturing 22,621 24,800 27,280 9.7 | 9.6 10.0 
Construction 6,927 7,400 8,000 —2.1 6.8 8.1 4 
Exports® 25,055 30,120 29,620 10.3 20.7 —1.7 
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Balance of payments on current account® . —4,680 —2,880 —7,670 _- — _ 
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Changes in money supply (including time 
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Sources: Data on national income accounts are from the National Accounts Division, Office of National 
Economic and Social Development Board. Data on price levels are from the Department of Business 
Economics, Ministry of Commerce. Data on financial variables are from the Bank of Thailand 
Estimates and forecasts are provisional. 
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Since national expenditure advanced slowly at 
about the same rate as real output in 1970 and 1971, 
the domestic price level had on the average remained 
quite stable during these two years. The depressed 
level of output relative to the moderately increasing 
pace of aggregate expenditure resulted in a higher 
rate of price increase in 1972. 


(b) The balance of payments 


Good harvests of paddy, maize, cassava, sugarcane 
and other crops in the 1970 and 1971 cropping 
seasons, together with a favourable turn-round in 
foreign demand for Thai rice, sugar and kenaf, were 
essentially responsible for high rates of growth in the 
value of exports in 1971 and most of 1972. 


With income from tourism continuing to increase 
at a healthy rate and the decline in foreign military 
spendings slower than previously expected, the value 
of exports of goods and services increased at annual 
rates of 10.3 per cent in 1971 and 20.2 per cent in 
1972, compared with virtually no increase at all in 
1970. Imports, on the other hand, advanced only 
slightly in 1971, largely because of the increase in 
import tariffs and international monetary realignment. 
The normalization of the international financial system 
and a more optimistic outlook of the private sector 
after the good export performance in 1971 has 
quickened the pace of imports in 1972. However, 
this increase in imports was more than offset by the 
much higher rate of advance in export earnings 
during the year coupled with larger inflow of foreign 
capital. As a result, the basic balance of payments 
deficit was reduced to merely 335 million baht in 
1971 from 2,652 million baht in 1970, and the basic 
balance is estimated to have registered a surplus of 
about 2,000 million baht in 1972. On current 
account, the balance of payments deficit fell sub- 
stantially from 4,680 million baht in 1971 to 2,880 
million baht in 1972. 


(c) Aggregate expenditure 


The impetus provided by renewed buoyancy in 
export trade in 1971 and 1972 helped to restore 
confidence in the economy and thereby created opti- 
mistic expectations on the part of private investors. 
As a result, current expenditure on gross domestic 
product is estimated to increase at an annual rate 
of about 7.5 per cent in 1972, compared with the 
somewhat lower rates of 5.7 and 6.3 per cent in 
1970 and 1971. 


Nevertheless, there was a considerable time lag 
between the improved outlook for business and actual 
investment in new plant and equipment. As a result 
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of this lag, business outlays for capital goods remained 
low in 1971. The situation seems to have improved 
in 1972. Available indicators, such as domestic sales 
of cement and import of raw materials chiefly for 
capital goods, tend to suggest that the downturn in 
private investment expenditure began to level off and 
that business firms have increased their orders for 
new construction as well as for machinery and 
equipment toward the end of the year. It is estimated, 
therefore, that private investment will have increased 
slightly in 1972. The moderate growth in business 
outlays is likely to be offset by the relatively low 
level of government spending on capital account which, 
for the first time in over a decade, declined in 1972. 
A small increase in budget appropriations for the 
same fiscal year and the lack of a large number of 
adequately planned programmes after the completion 
of many major development projections seem to be 
jointly responsible for this decline in government 
investment expenditure. 


(d) Government revenue and expenditure 


The removal of export premiums on most grades 
of rice in April 1971 reduced government revenue 
from this source by roughly 2 per cent. The sharp 
slowdown in import activities likewise contributed to 
a reduction in revenue from import duties. As a 
result, total government revenue rose only by about 
3.2 per cent in 1971 and the cash deficit increased 
by as much as 25 per cent over the already high 
level of 1970. About one-half of the total deficit in 
1971 was financed by borrowing from the Bank of 
Thailand and by the drawing down of Treasury cash 
balances, one-third by the commercial banks, and the 
rest by the Government Savings Bank and other 
minor sources, 


The fiscal position of the Government improved 
somewhat in 1972. Government revenue grew faster 
than in 1971, while expenditure registered only a 
moderate increase. A relatively faster rate of growth 
in consumer and business spending and more vigorous 
orders for imports were responsible for the faster 
increase in government revenue. The low level of 
government spending, on the other hand, resulted 
from the unusually low level of budget capital appro- 
priations for fiscal year 1972. Despite all these 
improvements, the cash deficit of the Treasury re- 
mained quite large compared with the deficits in the 


1960s. 
(e) The money supply 
The sharp reduction in the balance of payments 


deficit together. with the steep increase in the cash 
deficit of the Government were factors making for 
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a relatively large expansion in the supply of money 
and quasi-money in 1971. Money supply in the 
broad sense increased by as much as 7,500 million 
baht in 1971, compared with an increase of 5,295 
million baht in the previous year, in 1972, there was 
an even greater increase of 9,500 million baht, most 
of which was accounted for by a further large 
Treasury cash deficit coupled with an estimated 2,000 
million baht surplus on the basic balance of payments 
account. The general reduction of interest rates in 
foreign credit markets induced large inflows of foreign 
funds to finance expenditures of a number of corpora- 
tions which would otherwise have had to borrow from 
the commercial banks, thus aggravating the excess 
liquidity, some key interest rates tended to move 
down. 


Policy developments 


As long as the long-run loss in foreign exchange 
through imports and debt servicing requirements can 
generally be offset by the gain from exports and 
capital inflows, a temporary and small deficit in the 
balance of payments is usually tolerated by the 
authorities. However, the Government took the large 
payments deficit in 1970 as a warning sign of 
structural disequilibrium in the national economy and 
initiated steps to diversify the economy with the 
particular objective of trying to promote the pro- 
duction and export of commodities which were likely 
to enjoy more favourable foreign demand and also 
to improve the competitive position of Thailand’s 
traditional products in the world market. 


Since the successful promotion of new products 
is time-consuming and the reduction of ex-farm prices 
for primary products is socially undesirable and 
politically difficult, the Government decided to take 
temporary measures to slow down imports and at 
the same time to reduce the prices of Thai products 
in foreign markets without a corresponding reduction 
in farmers’ income. It is in this trame of reference 
that public policies should be analysed and their 
impact evaluated during the 1970-1972 period. 


In the area of fiscal policy, the Government 
announced a major tax revision on 1 July 1970, 
changing indirect tax rates in many areas. Increases 
in import tariff rates were applied to over 200 items 
and were primarily aimed at decelerating the rate of 
growth in imports, especially those of luxury and 
non-essential goods. Other tax rates were raised to 
offset to some extent the anticipated reduction in 
revenue from import duties. 


Concerned about the fast falling price of rubber 
in the world market and the consequential reduction 
in income of rubber growers, the Government lowered 
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the effective rate of duty on rubber exports in mid- 
1970. It was generally believed by the end of 1970 
that the prospects for rice exports would continue 
to be poor in the near future and that it was no 
longer possible to permit a further reduction in the 
already low prices of paddy in the domestic market. 
With minor exceptions, the Government decided to 
remove export premiums on all grades of rice, effective 
from April 1971. 


The removal of rice premiums and the authoriza- 
tion of long-term credit sales led to a larger volume 
of rice exports and improved the domestic price of 
paddy. Almost half a million tons of rice was sold 
on a long-term and short-term credit, government-to- 
government basis, the major customers being Sri 
Lanka, the Philippines, Indonesia and Senegal. About 
1.1 million tons of rice was sold by private exporters 
to traditional markets, such as Hong Kong, Singapore 
and Malaysia. The total volume of rice exports in- 
creased by almost 60 per cent, from about ].1 million 
tons in 1970 to about 1.66 million tons in 1971. 
As in the case of the immediate slowdown in imports, 
the impressive increase in rice exports in 1971 could 
not be wholly attributed to the removal of rice 
premiums. Natural calamities in the Philippines and 
Indonesia and political problems in the rice-producing 
Khmer Republic were also responsible for the sub- 
stantial increase in demand from Thai rice from 
abroad. 


Indeed, the foreign demand for the crop was so 
strong relative to the supply both from current pro- 
duction and available stock that the domestic price 
of rice began to rise rapidly in the second half of 
1972. To check the domestic price of milled rice 
from rising and to ensure an adequate supply for 
domestic consumption, the Government decided to 
reimpose rice premiums in September 1972 and tem- 
porarily restricted the amount of rice to be exported. 
In view of the expected fall in paddy output for the 
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1972/73 crop year, it is quite possible that the re- © 


imposed rice premiums will not be lifted until rice — 


prices begin to fall substantially again. 


Future prospects and problems 


The Thai economy remains foreign trade-oriented 


and thus the pace of economic activities depends — 
Preliminary informa- — 


largely on export performance. 
tion indicates that external demand for rice in 1973 
should be strong and prices substantially above those 
prevailing in 1972. However, because of the short- 
fall in domestic production in 1972 through the effect 
of drought and because of the depletion of stocks 


by the unusually high levels of rice export in 1971 
and 1972, the exportable surplus in 1973 is estimated 
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to be not more than 1.2-1.3 million tons which may 
be compared with the 1.6-1.9 million tons exported 
in 1971 and 1972. Total foreign exchange earnings 
from rice exports are therefore expected to decline 
by about 10 to 15 per cent compared with earnings 


in. 1972. 


The sharp reduction in maize output during the 
1972 season led to a reduction in exports in the 
latter part of the year and is expected to cause a 
decline in the volume of maize exports during the 
first half of 1973. If weather conditions remain 
normal in 1973, maize output and export will increase 
in the second half of the year and thereby offset 
part of the earlier decline. Since maize prices are 
expected to increase slightly in 1973, the value of 
maize exports will decline by roughly 10 to 15 per 
cent in 1973. 


On the other hand, the export value of other 
commodities, such as kenaf, tin, tapioca products, 
shrimp, tobacco, and sugar is expected to increase 
in 1973. Although revenue from United States 
military spending may continue to decline slowly, a 
further increase in income from tourism is expected. 
Total earnings from exports of goods and services 
in 1973 are expected to be about the same as or 
slightly less than they were in 1972. Imports in 
1973 are expected to rise by about 11 per cent under 
the impact of higher consumption and investment 
expenditures. The basic balance of payments is thus 
tentatively projected to move to a deficit of 800 
million baht, compared with the estimated surplus of 
2,000 million baht achieved in 1972. 


The growth in exports in 1971 and 1972 and the 
apparent optimism in the economy stimulated a mild 
recovery in private investment during the second half 
of 1972. This recovery is likely to continue well 
into 1973 and both private and government fixed 
capital formation are expected to recover sharply from 
the levels of 1972. 


The direct impact of faster growth in investment 
expenditures will be reflected in higher imports of 
capital goods and raw materials and in a sharp rise 
in activity in construction. 


Government consumption expenditure is likely to 
increase at the usual rate of about 10 per cent and 
private expenditure by business and households will 
also rise more sharply than in 1971 and 1972. 


Barring a repetition of adverse weather condi- 
tions in 1973, output of the agricultural sector should 
recover substantially from the drought stricken level 
of 1972. 


Manufacturing output is expected to increase at 
its normal rate of about 10 per cent but there is 
considerable supply elasticity in this sector and even 
larger increases in output could be achieved. 


Total output of the economy is therefore expected 
to increase at the annual rate of about 6.5 to 7.0 
per cent in 1973, compared with the much lower rate 
of 4.5 per cent in 1972. Since the expected rates 
of growth in real output and in aggregate expenditure 
are about the same, it is not likely that prices will 
increase significantly in 1973. 


The reimposition of rice premiums in September 
1972 and the faster rate of expansion in imports 
and domestic activities are expected to yield higher 
revenue to the Government in 1973. However, as 
public expenditure is expected to increase rapidly, the 
government deficit may remain substantial. 


Close to one-half of the total cash deficit in 1973 
is to be financed by the commercial banks, a somewhat 
reduced proportion compared with 1972. The smaller 
share of deficit financing by the commercial banks 
is anticipated under the assumption that bank de- 
posits will increase at a reduced rate and that the 
private demand for bank loans will improve. The 
moderately reduced liquidity in the banking system 
will exert some upward pressure on interest rates in 
credit markets. Since the commercial bank demand 
for government securities is not expected to be so 
intense in 1973, the Government Savings Bank and 
the Bank of Thailand will finance the remaining part 
of the total deficit. 


The slowdown in export earnings during 1969 
and 1970 was interpreted as a serious blow to the 
economy. To a certain extent, such an interpretation 
of the problem serves a useful purpose in pointing 
out the large degree of instability in foreign exchange 
earnings. Thus, even though the economy has taken 
a better turn in 1972, there exists a constant possi- 
bility that things may not be so favourable in any 
particular year. To minimize the degree of uncer- 
tainty, Thailand must make concerted and vigorous 
efforts to diversify the agricultural sector, promote 
exports and encourage further industrial development 
in the long run. 


TONGA 
Introduction 


The external payments position continues to be 
one of the principal causes of concern for Tonga, 
foreign exchange receipts in 1971 from the two 
principal export. items, bananas and coconut products, 
being only 58 per cent of what they were in 1969. 


194 


Imports, on the other hand, have continued to rise, 
and the balance of payments has continued to 
deteriorate. As a result, foreign exchange holdings 
declined from T$1,331,000 at the end of June 1970 
to T$197,000 at the end of June 1972. The over-all 
balance would have been worse, had it not been for 
external aid, a rise of 30 per cent in receipt from 
tourism during 1971/72, and the sustained flow of 
remittances from Tongans living abroad. 


Recent economic developments 
(a) Output 


In terms of current prices, GDP (which covers 
both the monetary and non-monetary sectors of the 
economy) increased by 3.3 per cent from T$11.8 
million in the fiscal year 1969/70 to T$12.2 million 
in 1970/71. However, although constant price esti- 
mates are not available, the increase in GDP in real 
terms would have been only small because the con- 
sumer price index rose by over 2 per cent. With an 
estimated increase in population of 2.9 per cent, real 
per capita GDP declined. The over-all outcome was 
seriously affected by a 4 per cent decline in output 
of the agricultural and associated sectors. Without 
this rather disappointing performance in the key 
agricultural sector, the economy as a whole would 
have secured a much more satisfactory result because 
of above-average growth in the construction, utilities 
and public sectors. 


The agricultural sector continues to be the major 
contributor to GDP, its share remaining in excess 
of 50 per cent in 1970/71. The services sector (in- 
cluding trade, transport and public administration) 
contributed about 33 per cent and construction activity 
most of the remainder. Manufacturing contributes 
only about 2 per cent of total output. 


(b) Investment 


In terms of current prices, there was an en- 
couraging increase in the level of gross fixed invest- 


Table II-29. Tonca: 
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ment in 1970/71 of approximately 19 per cent over 
the level in the preceding fiscal year. Within the 
over-all total, however, an unsatisfactory decline in 
the level of investment activity occurred among 
registered and unregistered companies and other 
enterprises. On the other hands, the contribution 
to fixed investment by households more than doubled 
in 1970/71 compared with 1969/70. 


If the shares in over-all fixed investment activity 
are considered (as distinct from annual rates of 
change) non-profit institutions with 43 per cent and 
government with 33 per cent are dominant. As might 
be expected from the importance of these two groups 
in investment activity, over 50 per cent of fixed asset 
investment is in the form of residential and non- 
residential buildings. Investment in machinery, trans- 
port and equipment constituted only 13 per cent of 
the total in 1970/71. 


(c) Public finance 


In recent years, there has been a persistent ten- 
dency for the growth in recurrent expenditure to be 
well in excess of the growth in recurrent revenue. 
While recurrent surpluses were recorded in the late 
1960s, in 1970/71 revenue at T$2,732,000 was only 
0.6 per cent above that for 1969/70, but expenditure 
at T$3,002,000 was 14.2 per cent greater. A recur- 
rent deficit of around T$270,000 was incurred. 
Although estimates for 1971/72 indicate a rather 
more balanced relationship between increase of 
revenue and of expenditure at 4.4 per cent and 7.2 
per cent respectively, the gap widened to T$306,000. 
Estimates for 1972/73 show a very small rise in 
expenditure of 0.3 per cent and a rather higher rate 
of growth of revenue at 1.5 per cent, but a further 
recurrent deficit of T$335,000 will be incurred. In 
future years it is almost inevitable that pressures 
for a faster rate of growth in public expenditures 
than in the last two years will intensify. Strong 
efforts therefore need to be directed towards improving 
revenue collection, especially having regard to deve- 
lopment expenditure requirements. At the present 
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time taxes on foreign trade and other indirect taxes 
contribute over 40 per cent of total revenue, as 
compared with only 8 per cent from direct taxes. 
Indeed the absolute contribution of direct taxes 
declined substantially in 1970/71 to a level well below 
that of two years previously. 


In the case of development expenditure, outlay in 
the first year of the second development plan was 
well short of the planned expenditure target of T$1.4 
million apparently because of lack of funds. Of the 
recorded total of development expenditure, only 37 
per cent was provided from domestic sources, the 
bulk of the remainder being provided by the external 
aid programme. 


(d) External trade and payments 


The balance of payments position has deteriorated 
rapidly during the past two years, with foreign 
exchange reserves falling from T$1,331,000 at the 
end of June 1970 to T$197,000 at the end of June 
1972, although there has been a seasonal improve- 
ment to T$448,000 at 31 October 1972. In spite of 
a 30 per cent increase in receipts from tourism and 
a substantial inflow of capital in the form of aid 
and remittances from Tongans abroad, the balance 
of payments position deteriorated mainly because of 
the sharp fall in export receipts from copra and 
coconut products (lower export volume and lower 
prices) and bananas. Receipts from these products, 
which normally comprise 80 to 90 per cent of exports, 
fell from T$3,096,000 in 1969 to T$1,778,000 in 1971. 


(e) Money and prices 


The Kingdom has continued to enjoy relative 
price stability, the consumer price index rising by 1 
per cent in 1970 and by 2.1 per cent in 1971. Prices 
of local produce remained very steady, the main 
upward influence being the rise in import prices 
amounting to 4 per cent in 1971. 


Currency in circulation remained stable at around 
T$1,530,000 in 1969 and 1970. In 1971, it rose to 
T$1,560,000. However, savings bank deposits (prin- 
cipally with the banking division of the Treasury) 
have increased substantially from T$544,000 in 1969 
to T$713,000 in 1970 and to T$885,000 in 1971, 
representing increases of 31 per cent and 24 per cent 
respectively for these latter two years. 


Policies and prospects 


While subsistence agriculture and fishing pro- 
vided for basic needs, Tonga has in the past relied 
almost wholly upon exports of coconut products and 
bananas to pay for imports of consumer goods and 
to yield government revenues. The continued decline 
in export receipts from these sources is therefore 
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likely to provide serious restraints on the possibility 
of increasing income levels. 


Because the potential for import substitution is 
limited in such a small economy, it is essential that 
steps are continued to increase exports and other 
sources of foreign exchange earnings. This requires 
greater emphasis on proper management practices in 
agriculture, including the increased use of fertilizers, 
expanded extension facilities and improvements in 
the land tenure system which currently act as a dis- 
incentive to production and investment. New non- 
traditional exports are not easy to identify, but much 
greater emphasis needs to be placed on the processing 
of domestically-grown fruits, vegetables and agricul- 
tural produce. 


A second problem concerns the marked inability 
of the Kingdom to generate sufficient domestic savings 
to finance the objectives of the second development 
plan. If the plan targets are not to be jettisoned, 
greater effort will be required to mobilize domestic 
savings, such as improved collection of direct taxation 
and further development of savings institutions (e.g. 
credit unions). In this connexion, it may be noted 
that a report on development targets and perspectives 
for a 25-year period was submitted in February 1972 
and a report on taxation reform is currently under 
study. 


WESTERN SAMOA 


Introduction 


In 1971, Western Samoa made an impressive 
recovery from the 1970 slump in exports, owing 
mainly to copra and timber. Even so, imports re- 
mained well above exports and resulted in a trade 
deficit of WS$5.1 million. A state of approximate 
equilibrium was nonetheless achieved in the balance 
of payments as a result of favourable balances on 
both invisibles and capital accounts. The country’s 
foreign reserves fell by a moderate WS$267,000. 
National income appears to have risen somewhat in 
1971 and may well have produced a marginal increase 
in real income per head despite a rise of about 4.6 
per cent in consumer prices. Prices rose further 
in 1972 and an effective anti-inflationary policy is 
called for. 


Recent economic developments 


(a) Output 


Official estimates of gross domestic product at 
factor cost for 1971 are shown in table II-31. If 
allowances are made for the net inflow of overseas 
income and for indirect taxes and subsidies, gross 
national product at market prices will be of the order 
of WS$19.7 million. With ar estimated population 
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Table IJ-30. WESTERN SAMOA: 


MAIN ECONOMIC INDICATORS 


(in thousand Western Samoa talas) 


GDP at factor cost (current pace) : 
Exports (f.0.b.) . 

Imports (f.0.b. plus 10%) : 

Balance of payments on current necount 


Source: 


of 146,000 persons in 1971, gross domestic product 
at factor cost and gross national product at market 
prices per capita come to WS$116 and WS$135, 
respectively. An addition of a further WS$50 to 60 
to these figures to allow for subsistence income 
probably gives a realistic picture of the level of 
Western Samoa’s income per head. 


Table II-31. WersteRN SAMOA: GROSS DOMESTIC 
PRODUCT AT CURRENT FACTOR COST 
(in thousand Western Samoa talas) 


1971 


Agriculture ‘ 3,100 
Commercial services . 8,350 
Manufacturing 650 
Tourism 350 
Government . 3,500 
Missions 1,000 
Total . 16 950 
SS 

Source: Department of Economic Development, Apia. 


_ Gross domestic product for 1971 represents a 
rise of 3.6 per cent over the provisional, unofficial 
estimates shown in last year’s survey; but it is believed 
that the actual change is much above this figure, 
nearer 7 to 8 per cent, reflecting a fairly sharp rise in 
income from agriculture, manufacturing and tourism. 
Assuming the latter estimate to be the correct one, 
and given a rise of 4.6 per cent for consumer prices 
and 2.1 per cent for population, it may well be that 
the Western Samoan economy held its own in 1971, 
and may even have experienced a marginal rise in 
real income per head. 


(b) External trade and payments 


In 1971, exports rose dramatically from a value 
of WS$3.4 million in 1970 to WS$4.5 million, a 33 
per cent increase. The principal factor behind this 
development was copra, the value of which rose from 
WS$1.3 million to WS$2.0 million; and, to some 
extent, miscellaneous agricultural commodities, which 


rose from WS$279,000 to WS$545,000. The expan- 
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sion in copra production took place against a price 
slump of 19 per cent, with volume exported reaching 
a 20-year peak of 17,780 tons. Proceeds from 
bananas remained unchanged at the level of the 
preceding year. Records of exports available up to 
June 1972 indicate that copra production for 1972 
should be slightly above that for 1971, but that both 
banana and cocoa production will fall to lower levels. 
The relatively low prices for cocoa and the diversion 
of bananas to the domestic market are thought to be 
the main reasons for the poor performance in respect 
of these crops. On the other hand, exports of sawn 
timber and veneers are rising strongly and are 
expanding at a rate of WS$2.0 million per annum. 


Imports were recorded at WS$9.7 million in 
1970 and WS$9.6 million in 1971, and will rise 
substantially to a level of about WS$12.0 million in 
1972. The deficit on commodity trade of WS$5.1 
million represents a sharp fall from the recorded 
deficit of the previous year, but is still substantial. 
Of the major categories of imports, “food and live 
animals” rose fairly strongly (from WS$2.4 million 
to WS$2.7 million) while “machinery and transport” 
fell significantly (from WS$2.4 million to WS$1.8 
million) ; manufactures and other major components 
remained virtually unchanged (at WS$2.4 million). 
The drop in imports of machinery and _ transport 
equipment is accounted for by lower levels of imports 
by the Government, United Nations agencies and 
Potlatch Incorporated. The balance of payments 
account for 1970 and 1971, shown in table II-32, 
reveals the extent to which Western Samoa is depen- 
dent on invisibles, particularly private transfers, 
personal remittances and private capital inflow. The 
moderate decline in official foreign reserves was caused 
by government transactions, because reserves held by 
the Bank of Western Samoa rose marginally. 


(c) Public finance 


Largely under the impact of the expansion of 
exports and the higher levels of imports of consumer 
goods (which carry higher average duty levels), 
government receipts rose by 20.5 per cent to WS$9,3 
million in 1971. Of the latter figure, WS$1.4 million 
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Table II-32. Western SAMOA: BALANCE OF 
PAYMENTS 1970 AND 1971 
(in thousand Western Samoa talas) 


1970 1971 


Current account 
Net balance on trade . 
Net balance on invisibles . 


—6,324 
+2,669  -+2,881 


Balance on current account —3,655 —2,029 
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was on capital account, which included a loan of 
W5S$621,000 from the Asian Development Bank and 
a domestic loan of WS$500,000. For 1972, a 
significant rise in government receipts will have to 
come from imports, because export levels are not 
likely to be much above those of 1971. On the other 
hand, total public expenditure rose by 23 per cent 
to reach WS$9.2 million, a rise which is largely 
explained by an increase from WS$1.4 million to 
WS$2.5 million for the country’s five-year develop- 
ment plan. A surplus of WS$135,000 was recorded 
for the year. 


For 1972, it is estimated that current receipts 
will total WS$9.1 million and total government 
spending about WS$12 million. It is expected that 
the gap will be filled largely by overseas loans and 
grants. Expenditure for 1972 under the country’s 
planning effort is estimated at WS$3.7 million, or 
35 per cent of total public spending. 


The rate of expansion of the level of activity of 
the Bank of Western Samoa, the country’s sole bank, 
continued in 1971. Money supply expanded by 11 
per cent, while loans made by the development branch 
of the bank rose from WS$149,000 to WS$217,000. 


Major policy changes 


Further progress was made in the implementation 
of projects under the country’s second five-year deve- 
lopment plan, introduced in 1970, particularly in 
respect of the copra industry and social and economic 
infrastructure. However, a number of key targets of 
the plan have had to be revised or are in the process 
of revision to take into account new developments 
and contingencies. This is true of copra which, in 
1971, achieved the target set for it for 1975 under 
the current five-year plan, and of banana production 
which has slumped severely. The target for meat 
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production has also been revised in the light of a 
more realistic appraisal of the rate at which the 
cattle project under the five-year plan can be imple- 
mented. 


A population census completed in 1971 revealed 
that the Western Samoan population, at 146,000, was 
less than expected from projections made from 
ancillary data. The lower rate of increase of popula- 
tion (2.1 per cent per year) is said to have resulted 
from accelerated emigration flows in recent years. 
An official family planning programme for Western 
Samoa started with the opening of a family welfare 
centre in Apia. 


In the manufacturing field, the Government 
awarded tax and customs concessions to a number 
of companies. Detailed study of other industrial 
possibilities is to be made by a UNIDO mission in 
1972. A number of projects geared to promoting 
tourism were completed or made further progress 
in 1971. 


Conscious of the need to stimulate exports, the 
Government abolished export taxes on all export 
commodities in 1972. At the same time, tariff levels 
were raised on a range of food items, automobiles 
and motor-cycles (the average rise varied from 5 to 
15 per cent for foods and above this for automobiles 
and motor-cycles). The main motive behind this 
latter decision was to compensate for the loss in 
public revenue arising from the elimination of export 
taxes, but another reason was to provide further 
tariff protection for existing local industry. New tax 
proposals are under consideration to help compensate 
for the reduced revenue: among these possibilities are 
passenger departure tax and a bed tax for hotels. 


A survey of the country’s hydro-electric power 
potential and requirements was undertaken in 1971 
with financial support from the Asian Development 
Bank; its results have yet to be published. A com- 
prehensive survey of the country’s road system and 
needs was completed in 1972 and already an appeal 
has been made to the World Bank for a loan to 
implement some of its recommendations. Progress 
is also being made with efforts to strengthen the 
technical and financial side of the local development 
bank and to improve telecommunication facilities, 
both aided by the Asian Development Bank. Work 
connected with the establishment of a vehicular ferry 
service between the two main islands of Upolu and 
Savaii is well advanced, while plans to redevelop 
Apia Hospital have made further headway. 


Western Samoa joined IMF in 1971 and an 
application has been submitted for membership of 


the World Bank. 
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Problems and prospects 


Exports in 1972 are likely to be marginally above 
the 1971 level, possibly reaching WS$4.5 million. 
Copra production should slightly exceed the level of 
1971, although total receipts may be lower because 
of depressed’ prices. The strong growth in timber 
exports is likely to continue for the rest of the year 
and extend into 1973, while the same may be said of 
a number of smaller export lines. It appears certain, 
however, that banana exports will fall considerably 
short of the 1971 value. For 1973, copra and cocoa 
production can be expected to increase further from 
the expected 1972 level as the impact of past planting 
efforts begins to be felt. The export tonnage for 
copra is projected at 22,000 for 1973. Further large 
gains in timber and veneer should occur and some 
recovery in bananas can be reasonably expected. 
Depending on prices and weather conditions, the value 
of total exports should exceed the 1972 levels. 


Of the other major components of the economy, 
tourism will continue to expand rapidly, particularly 
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with expected improved accommodation in 1973. 
Manufacturing will also move ahead, while construc- 
tion activity is likely to rise strongly, mainly as a 
consequence of several hotel projects scheduled to 
commence late in 1972. The comparatively high rate 
of personal remittances from overseas is likely to be 
sustained, and may well exceed W5$2.0 million in 
1973. Further expansion in national income in real 
terms can therefore be expected, although whether 
this will result in an increased income per head 
remains to be seen. 


The sharp rise in consumer prices in 1972 (the 
rate from June 1971 to May 1972 was 7.7 per cent) 
points to the need for the Government to consider 
specific policy measures designed to check this ten- 
dency. As a first step in this direction, an attempt 
should be made to identify the main sources of 
inflation, Other major problems which call for the 
Government’s attention are manpower training and 
extension services to promote village agriculture. 
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